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NOT BORN YESTERDAY: HOW SENIORS CAN
STOP INVESTMENT FRAUD

WEDNESDAY, MARCH 29, 2006

U.S. SENATE,
SPECIAL COMMITTEE ON AGING,
Washington, DC.

The committee met, pursuant to notice, at 10:10 a.m., in room
SD-106, Dirksen Senate Office Building, the Hon. Herb Kohl
presiding.

Present: Senator Kohl.

OPENING STATEMENT OF SENATOR HERB KOHL,

Senator KOHL [presiding]. Good morning. I would like to call this
hearing to order at this time, and we welcome our witnesses.

I would like to thank Chairman Smith, who will be here in a
minute, for working with me on today’s hearing to shine a bright
}‘ightd on the disturbing and growing problem of senior investment
raud.

We have all heard stories of seniors losing their money through
one scam or another, things like foreign lotteries, telemarketing
schemes, identity theft. But today’s seniors are facing new risks.
Many are struggling to meet rising health and day-to-day living
costs, bearing more risk in their pension plans, and anticipating
long-term care expenses. Too many are finding that their savings
are just not enough.

Faced with this shortfall, many seniors are turning to invest-
ments to increase their retirement income. Some are investing
wisely and building the savings they need. But sadly, others are
proving too easy prey for con artists ready to steal their hard-
earned and harder to replace money.

Investment fraud is on the rise. My home State of Wisconsin saw
a 21 percent increase in the number of financial abuse cases re-
ported in 2004. Experts estimate that only 1 in 25 cases are re-
ported Nation wide.

Today, our witnesses will describe the many faces of senior in-
vestment fraud—investment seminars designed to steal seniors’
personal information, Ponzi schemes, trumped-up senior specialists
who have no special financial training, and callable CDs, just to
name a few. Regardless of the scam, the outcome remains the
same. Seniors lose their irreplaceable retirement income.

You don’t have to look too far to find an example near you. In
Wisconsin, we heard the story of a retired dairy farmer who in-
vested $85,000 in what he was told were gold coins with promises
of an 8 percent to 40 percent return on his investment. Little did
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he know that he was being drawn into an intricate interstate Ponzi
scheme, and he will probably never see his money again.

We have also heard from an attorney in Milwaukee who tells the
story of her client losing $40,000 to a questionable estate planner
who convinced a senior to invest in his business venture. The busi-
ness venture didn’t exist, and the senior’s money was gone.

Let us make one thing clear. Investments are not a bad thing for
seniors. They can be useful retirement income vehicles. It is the
bad actors and the criminals who peddle fraudulent investments
that we must stop.

Today’s hearing will be just a first step. One of the keys to stop-
ping senior scams is to educate seniors looking to invest. To that
end, I have developed a tip sheet to help seniors know what to
watch out for when investing and where to turn for help. This
handout will be available to Wisconsin seniors through my office,
and we encourage other States to use it as a model to distribute
to their seniors as well.

I also plan to continue working with our expert witnesses on leg-
islation to protect seniors from scam artists. We need to tighten
rules that require sellers of securities to disclose their credentials
and training, as well as any hidden fees or high-risk investments
that they sell. We should also make it easy for seniors to check out
specific sellers to ensure they are reputable and to increase pen-
alties for those who run these scams.

We need to make sure that Federal and State law enforcement
officials have the training and the resources they need to inves-
tigate and prosecute senior investment fraud. Finally, we need to
pass the Elder Justice Act, which includes key research and train-
ing provisions to combat investment fraud.

As our population ages and seniors live longer, they will look for
ways to make their retirement income last as long as they do. We
need to make sure that they can invest wisely, without the added
worry that an unscrupulous advisor will run off with their money.

If seniors take away one message from today’s hearing, I hope
they will remember this. It took you a lifetime to save your retire-
ment income. So take just 5 more minutes to make the call that
could protect it.

We look forward to hearing from our witnesses, and we have our
first panel in front of us. Our first witness today is Mrs. Ruth
Mitchell from Columbiana, OH. Mrs. Mitchell is here to tell us her
story of how she and her husband were bilked out of close to
$100,000 of their retirement savings in an investment Ponzi
scheme.

After her, we will hear from Mr. Barry Minkow. Mr. Minkow was
charged and convicted of a variety of securities fraud in the late
1980’s. Following his almost 8 years in prison, Mr. Minkow has
worked with law enforcement and corporate America to uncover
and eliminate investment fraud. Mr. Minkow also serves as senior
pastor at Community Bible Church in San Diego, CA.

We welcome you both here today, and we look forward to your
testimony. First, Mrs. Mitchell.
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STATEMENT OF RUTH MITCHELL, VICTIM OF INVESTMENT
FRAUD, COLUMBIANA, OH

Ms. MITcHELL. Thank you. Good morning.

At this time, I would like to thank the Senate panel for inviting
me to testify about the fraudulent investment that we became in-
volved in 1994.

My husband, Len, and I lost $100,000 in a scam orchestrated by
Barry Korcan from Beaver, PA. Barry Korcan owned a large CPA
firm, and he had done my husband’s corporate taxes and payroll
for over 20 years. My husband retired in 2004 at age 80. Barry
Korcan also did our personal taxes for 18 years.

In 1994, Barry Korcan started an investment company called
Guardian Investments and sold Len and I real estate bonds. We
were promised 8 percent interest on these bonds. We had decided
to downsize and build a smaller house than the one we had at that
time in Pennsylvania, and we moved to Ohio in 2002. At that time,
we were supposed to have had $100,000 in the bond account.

We received quarterly statements and an interest check. It is ap-
parent now that the interest was either our own money or someone
else’s money stolen from them. In February 2005, when we had not
received our interest check in January, we called his office and sev-
eral times were put off by the office staff, and Barry Korcan would
not come to the phone.

Finally, on Ash Wednesday of 2005, which fell in February, we
were told by the office staff that they did not know anything about
bonds or interest, and their office was shutting down permanently
that Friday. We were stunned.

We contacted a local Edward Jones agency, and the owner of the
agency worked with us for about 4 hours the day after Ash
Wednesday to find out what had happened and to try to transfer
the bonds to Edward Jones. He finally called the district attorney’s
office in Beaver County, PA, and they advised him to call the Bea-
ver County detective agency.

We were then told it was a giant scam, and the government was
seizing everything that Barry and Heidi Korcan owned. He stole
$11.5 million from 39 victims. Almost all of the victims were busi-
ness people or doctors or other people who had the funds to buy
these bonds. You could only get in the bond program with $30,000
or more.

We were devastated. I am 64 now, and my husband is 82. In our
lifetime, we can never make that money again. We own our own
home, free and clear, and we do not owe anyone a dime. But not
having that cushion is really frightening.

I was a lifelong figure skating instructor, and I have recently
gone back to work at teaching ice skating at the Ice Zone in
Boardman, OH, just to try to build a small cushion for us.

Barry Korcan was also our neighbor. We bought our lot from him
in 1996. We realize now that he had been stealing from us for 2
years when we paid him another $30,000 for this lot. He sat at our
table for dinner and was a guest at my husband’s surprise birthday
party that I had for him—at a 75th surprise birthday party I had
for him at a local restaurant.

As a result of this theft, I was under my doctor’s care for depres-
sion and nerves for about 7 months. I lost a lot of weight, and I
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could not eat or sleep. My husband was absolutely crushed because
he trusted Barry like a son. Finally, I began to realize that the only
way that I could heal was to help other people in the same situa-
tion or to help other people in becoming more careful about their
investments.

I have given talks in the past on various subjects and, most re-
cently, gave a talk to the local AARP chapter in Columbiana, OH.
The Pennsylvania Securities and Exchange Office from Pittsburgh
worked with me and provided me with handouts for the people,
and the talk was really very well received.

I want to be able to talk to people not as an expert, certainly,
but as a “been there, done that” individual. I seem to be able to
heal a little by helping others to avoid such a trap.

Barry Korcan will be sentenced on April 28 at 2 p.m. in the Fed-
eral Court in Pittsburgh. We will be there for the sentencing.

No matter what sentence he gets, it will not help us recover our
money or the other victims recover their money. I can only hope
that Len and I can heal completely and the other victims will find
some sort of peace or closure.

Thank you so much for your time.

[The prepared statement of Mrs. Mitchell follows:]
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Written Statement of Ruth Mitchell

INVESTIGATE BEFORE YOU INVEST is the slogan that the Pennsylvania Securities
and Exchange Commission stamps on the outside of all the envelopes that they mail out.
How appropriate! I wish someone would have stamped that on our foreheads a long time
ago. 1 will tell you in this written statement exactly how my husband, Len and I lost
$100,000. We were informed on Ash Wednesday 2005 that Barry Korcan CPA had
stolen $100,000 from us. Barry Korcan was our investment person. However, he was
more than that. He owned a large CPA firm in Beaver, PA, and he had done my
husband’s corporate taxes and payroll for over 20 years. He also had done our personal
taxes for 18 years. He lived two doors from us in Evergreen Hills in Chippewa Township
in PA. Barry Korcan started stealing from us in 1994 and he started to steal through the
years from 39 other victims. Barry Korcan started Evergreen Hills Development in 1990
and we bought our lot from him in 1996. It is now apparent that he was stealing from us
for two years when we paid him another $30,000 for our lot. He sat at our dinner table
and socialized with the entire neighborhood. He and his wife, Heidi, attended Len’s
surprise 75™ Birthday Celebration that [ had for him at a local restaurant.

Barry Korcan stole eleven and one half million dollars from his victims. He and his wife,
Heidi, lived an extravagant lifestyle. New Cadillacs, boats, sports cars, vacations, homes,
etc. Barry and Heidi hobnobbed with all the Pittsburgh pro hockey and pro football
players, even to the point where Mike Webster from the Steelers lived with them for a
time when he got into such financial difficulty before he passed away. Barry gave him
money, victim’s money, but in the end Barry possessed all four of Mike Webster’s Super
Bowl rings. Barry showed them off at a swim party across the street where we lived, at
Dr. Tim Jackson’s house. My husband even tried one of the rings on!

I'was a lifelong figure skating instructor and power skating coach for hockey, and Barry
and Heidi were in my adult night classes at the Beaver County Ice Arena near Beaver, PA
in the early ‘80’s. I did not care much for Barry Korcan’s personality at that time. There
was something about him. Arrogance, I guess. I never thought he was a thief in the
making, but he did not treat women particularly well. Len felt, even though I did not like
Barry, he ran a big business and he would do well with our money. HE DID WELL
WITH OUR MONEY ALL RIGHT!

When we were made aware of the theft, which was finally uncovered, we understand, by
an IRS audit, I was so mad and so upset that [ nearly had a nervous breakdown over the
entire thing. [ was under my doctor’s care for about 7 months for depression and
nervousness.

Also, our house was besieged with television stations, postal authorities and newspapers,
Also, the S&E people from the Pittsburgh office were here. We could not go anywhere
and still cannot, without someone asking about this theft and how it is coming along and
how are we doing. So much for a happy and relaxed retirement!
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After I got over being so angry, I began to pray a lot about what had happened. We did
have a great support system from friends, fellow parishioners at St. Jude in Columbiana
and our neighbors, and that made it difficult to stay mad forever. Plus, we have a beloved
little Bichon Frise dog named L.G. and he tried his best to keep us happy. I could not

keep feeling bad with his little black eyes looking at me with so much love in them.
Thank Heaven for L.G.!

In the fall 0f 2005 we were contacted by the US Attorney’s office and advised that Barry
Korcan’s indictment and sentencing would be coming in the months ahead. The
government seized everything that Barry and Heidi Korcan owned and we were told there
will be some retribution, but nothing like what we lost.

We have several friends, all business owners and my husband’s former cardiologist who
lost money due to Barry Korcan.

Barry Korcan used; I believe the word is call affinity, to get close to his victims. In our
case, he did our taxes and he knew exactly what we had. However, in 1991 I was
involved in an automobile crash that was caused by another driver not being careful. 1
had to have eight orthopedic surgeries on my hands, arms and shoulders. [ had to quit
teaching and lost all of my students to other teachers in the Pittsburgh area. Ireceived a
settlement three years later for $108,000. Barry was aware of this, and he talked to Len
about investing our settlement in his really good investment plan with Guardian
Investments. Barry knew exactly what he was doing, I realize now. I now do not have a

full time teaching career, I do not have good hands or arms, plus I do not have the money
he stole from us.

Len and I were the only people to step out and tell our story, and some of the other
victims called us. A woman from Virginia, who used to live in Beaver Falls, PA, called
us several times. Barry Korcan’s sister Andrea Buzza and this woman were in college
together at Geneva in Beaver Falls, PA. They were really good friends, even being in
cach other’s weddings. Well, at a relatively young age the woman from Virginia lost her
husband from a heart attack. Andrea suggested to her that she invest all of the life
insurance money with Barry. Barry Korcan stole every cent of the life insurance money
from her husband’s death. There was also another inheritance she had, which she lost to
Barry. She never took any “interest” from her investments, so she lost everything.

One of Len’s good friends, the owner of a home building company in Chippewa, lost
about $400,000. He trusted Barry because Barry had always been his accountant and tax
person. He is 74 years old and in terrible condition. We talk to him every so often.

There is a couple from Florida, the Gumpfs, who knew Len a long time ago. They called
us a couple of times, They lost about $30,000. 1 do not know what connection they had
with Barry Korcan. We also had an orthopedic surgeon who used to live in our
neighborhood in Evergreen Hills call us. He saw our story on timesonline.com. His
name is Lawrence Bell. He lost money to Barry, but not in this bond scam, and about
$25,000. 1do not remember where he moved his practice but it is still in PA but in



another part of the state. He lived next door to Barry so that is how he got sucked into
the system. Barry never even gave him any type of paper work, he said. I have not heard
from Dr. Bell since last year.

Barry Korcan even got to the point in our neighborhood, Evergreen Hills, which he
developed, that he did not want to purchase mulch every year for the entryway beds. So,
we had a neighborhood meeting and formed a landscaping committee and most of the
families contributed $100 towards the upkeep and I did all the work. No one else would
help. Now, I realize Barry was stealing our money and | was doing all the mulching,
weeding, pruning, etc. There were some of our neighbors that really hated him, but they
never thought he would steal money. I felt that way, also, of course. Barry Korcan’s
wife, Heidi, always looked down her nose at me and some of the other people who would
go out and get their hands dirty. Heidi was always perfect. She went to work with Barry
everyday in gorgeous clothes, her hair and nails perfect. Barry even had a tanning room
put into their new office building in Beaver, PA so she could keep up her tan. I feel
Heidi Korcan knew everything that was going on. Her name was on all of the income tax
records. Barry and Heidi owe the IRS 1.2 million dollars. Her name is also on some of
the other documents of things they owned, such as Daugherty Development.

I'will tell you know how he masterminded this Guardian Investment scam. He got people
to give him large sums of money and he was supposedly going to purchase real estate
bonds. He never purchased any real estate bonds for anyone. There was never a
Guardian Investment Company. Everything we received, such as the statements were
phony and the “interest” checks were not interest at all. This entire thing existed only in
his computer. The next whammy was that we paid income tax on this “interest” all of
these years. We were only allowed to file amended taxes for three years. So, it boiled
down to all of us gave Barry Korcan our money at no interest to him to use for a lavish
lifestyle and fund his CPA business, etc. When you think about it, it makes you so angry.
Here was a man who had a large business and had a really good life, but he was not
happy with that. 1said to a detective “Why couldn’t he have been happy with what he
had?” The detective said “Hitler wasn’t happy with just Germany, either.”

Because we stepped out and told our story and made ourselves available for interviews,
the US Attorney handling the case has asked us to appear in Federal Court when he is
sentenced to read victim’s statements. Barry Korcan will be sentenced on April 14™,
2006. Oh, by the way, that day is Good Friday?

We saw television footage of him coming out of the Federal Court House in Pittsburgh at
his first hearing on January 5, 2006. He is 49 years old and looked like he was 75. His
hair is completely grey and his skin was hanging off his bones, he had gotten so thin. 1
guess he wrote his own story. I know money is not what makes your life, but it is awful
to save and save your money and get your home paid for and not owe anyone anything,
and think you can retire comfortably and then have so much money stolen from you. We
do not live lavishly at all. However, if we wanted to go out to dinner or have company to
our home for dinner we could. We have had to completely cut out all of things we
enjoyed doing. I recently accepted a position with an ice arena. The IceZone in
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Boardman, Ohio as an instructor to try to build us a little cushion. 1 will be 65 years old
this year, so I hope I can keep skating for a few more years. Len, however, did not retire
until age 80 in 2004. He is now 82. He is in really good condition, but working in his
profession as an architect is probably not a possibility. He was a partner with WMB
Architects in Beaver Falls, PA and they just did commercial work. Those kinds of jobs
take so much time and so much energy to produce.

Some of the things we have learned are NEVER give money to a person that works alone
as a “broker”. If the person who sends you an interest check signs it personally, be wary.
Also, watch the lifestyle of your investment person. Lavish usually spells thief.

Make sure the person is licensed with the Securities and Exchange Commission. Each
state has an office at the Capitol. Ask questions and do not be afraid to hurt anyone’s
feelings by asking about their track record or integrity.

I recently became aware of the fact that there are three states that do not require
investment people to register. My state Ohio is one of them. Pennsylvania requires
registration but if someone is a thief they will not call S&E to talk to them, certainly.

I based this written testimony on our experiences. I have already used our experiences to
give a talk 1o the Columbiana, Chio AARP group at a luncheon a couple of weeks ago.
My goal is to be able to reach out to people who have been wounded or primarily to talk
to groups of people to let them know how easily this can happen. T want to speak as a
“Been There, Done That” person. Hopefully, I can turn this lemon into lemonade.

1 think Len and I will survive this ordeal. The only way I can heal is to help others. I
hope I have that opportunity in the future to help people before it is too late for them. 1
wish we had heard from someone like my husband and I before we lost our money.
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Senator KOHL. Thank you, Mrs. Mitchell, for your moving state-
ment.
Mr. Minkow.

STATEMENT OF BARRY MINKOW, FORMER SCAM ARTIST, SAN
DIEGO, CA

Mr. MINKOW. Thank you, Senator Kohl.

It is a real privilege to be here this morning, and thank you for
having me.

I guess what I would like to say is the reason the problem of in-
vestment fraud is happening on such a large scale, as indicated in
the written testimony, is there seems to be this kind of perfect
fraud storm, appreciating housing market. As a former perpetrator,
much to my shame, we would identify victims by their ability to
invest.

So now people who would normally not be “targets,” who have
equity in their homes in an appreciating housing market, suddenly
become targets. They are also not satisfied with the current stock
market returns in the last 5 or 6 years. That creates a fear of not
having enough, the fear of outliving your money. There is, you
know, under performing CDs.

So there is this environment for fraud. It is like this perfect
fraud storm. Low interest rates, can’t put my money in the bank
and get any high returns. Kind of equity in the home sitting there.
Wall Street isn’t working. That is the environment where people
will infiltrate and exploit. That is what I am seeing both on the un-
covering side and then, of course, sadly and much to my shame, in
the 1980’s when I perpetrated.

Some of the techniques we use, everything is on the table. I can-
not tell you in the last 20 years, from being the perpetrator now
to working undercover, I have never seen, Senator Kohl, the unbe-
lievable “will do anything to defraud” kind of approach. In my case,
much to our shame, we created some 20,000 fraudulent documents
to fool the auditors. I am not proud of that.

However, today, I am seeing—this came to me Friday. This is an
original check. This is an original check. I am glad to show it to
you. This is a sweepstake. An elder man in our church came to me
and said, “This is a $2,900 check to me.” He said, “I called the
bank, and it is good.”

The perpetrator of this sweepstakes fraud, and I have it right
here—the original document—ID theft an insurance company, a
life insurance company in Massachusetts. Printed their account in-
formation on this check, and sent it to a guy, saying “you won.”
Once he deposits it, not only will it bounce, but he was also asked
to return a higher amount of money.

I have never seen this kind of ID theft on an active checking ac-
count, $2,900. Somebody who is not sophisticated thinks, “Yes, I
won the Canadian lottery,” even though they probably never en-
tered. It is just people will stop at nothing, it would appear, to de-
fraud—phony financial statements, promises of outrageous returns.

The other thing is affinity seems to be a big problem. Mrs. Mitch-
ell mentioned that this person was a close friend. Affinity in
churches. The Securities and Exchange Commission—don’t believe
me, just ask them or Karen Patterson at the Department of Cor-
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porations in California how preeminent affinity fraud is in church
groups. You tend to put your guard down when somebody from
church comes to you with an investment opportunity.

In the black community, it has been in Chicago Development and
Planning, a fraud we uncovered. Ware Enterprises, this guy is
doing 18 years in Florida. It was an affinity fraud, especially at
NFL players because he used to be someone who was in that pro-
fessional football arena.

This affinity thing is huge. That is why what I think Mrs. Mitch-
ell said about reverse affinity, somebody who is their age saying,
“Yes, don’t do this,” may be effective as well.

We are seeing points of similarity in frauds, and we are also see-
ing people that will go after the elderly and be a comfort for them
that they may not be getting from their son or daughter. They will
come in and be a friend, and they will take your money. But they
will provide that emotional need that may not be—when you are
elderly, maybe you are alone more, and they will be that friend.
They will also take the money. So there is this vulnerable area as
well.

I am trying to get everything in on time here. Also here is what
I think can be done. You mentioned in your opening statement
about proactive work with law enforcement, not waiting. Tradi-
tional law enforcement is this. Wait until Mrs. Mitchell comes with
her fraud.

What we have tried to do is infiltrate ongoing financial scams in
progress before law enforcement knew about it so money can be
frozen and victims can get their money back.

Just a month ago, we were about to do that in the 12 Daily Pro
auto surfing scam. Fifty million dollars frozen, made the front page
of the Wall Street Journal. Now victims are going to get recovery.
This is a new approach.

Now the problem is, is the average person, when they think a
fraud is going on, goes to the FBI or they say, “I think a fraud is
going on.” They are like, “We are understaffed. What do you got?”
“Well, I just think.”

The advantage of having been prosecuted by every law enforce-
ment branch in the Nation, me, I know what meets the burden of
proof that they need to prosecute. So we put 50-page reports to-
gether identifying the fraud, pointing out the bank accounts and
records, auditing the sources and uses of cash, bringing them the
promoter’s prospectus, and infiltrating the fraud.

On my way here, I was on the phone doing a wiretap for the FBI
on an ongoing financial fraud promising 10 to 1 returns. So it is
a new, fresh approach.

I have got 10 seconds. You should see me at church when I go
long. It is really bad, Senator.

Also we want to increase the perception of detection and increase
the perception of prosecution. That is the only thing that stops peo-
ple from perpetrating crime is if they know there is an increased
likelihood that they will be caught.

I am sorry. I am out of time.

Senator KOHL. Thank you very much, Mr. Minkow.



11

Mrs. Mitchell, how has this terribly unfortunate loss of your
money changed your retirement plans? You indicated you have had
to go back to work. Is that what you said?

Ms. MITCHELL. Yes, I am teaching ice skating. I teach both figure
skating and power skating for ice hockey, and I am doing that
about 4 times a week now, 4 days a week.

Senator KOoHL. Who are you teaching?

Ms. MITCHELL. At the Ice Zone in Boardman, OH. Did you ask
me where?

Senator KOHL. Who are you teaching?

Ms. MiTcHELL. Oh, who am I teaching? I am teaching little kids
through adults, and I am teaching hockey players. I have had over
30 years experience at coaching. So I am pretty much back in the
groove again except for my age.

Senator KOHL. Are you enjoying that?

Ms. MITCHELL. I am enjoying that. That actually helps to heal
me, too. But I just love to teach, and I love to teach skating. I will
also be starting a class for blind people. I have worked with blind
people on the ice for many years.

Senator KOHL. That is great.

Ms. MITCHELL. It is hard on me because I am a little bit older,
but yet I seem to be accepted at that ice rink as being an older
coach. I was afraid they would think of me as just being someone
that was just too old. But the younger coaches are sometimes look-
ing at me for advice on how to handle this, or how do you convey
this message?

Senator KOHL. That is great.

Ms. MITCHELL. I think it is probably going to work out. I hope
I can skate a few more years.

Senator KOHL. That is great.

Ms. MITCHELL. For fun, I skate on a synchronized team. They
may kill me on that one, but—— [Laughter.]

Senator KOHL. Good for you.

Ms. MITcHELL. Thank you.

Senator KOHL. If you could give a senior one piece of advice re-
garding investments, what would it be?

Ms. MiTcHELL. The one piece of advice that I would give seniors
is a logo that I saw stamped on the Securities and Exchange from
Harrisburg on their envelopes, and it says, “Investigate before you
invest.” We did not.

Also watch for a too lavish of a lifestyle, which Heidi and Barry
Korcan had too lavish of a lifestyle. I mean, they hobnobbed with
all of the Pittsburgh Steelers and the Pittsburgh Penguins. Mike
Webster lived two doors from us with them before he passed away.
Barry Korcan gave him money because he had gotten into such fi-
nancial straits.

Senator KOHL. Yes.

Ms. MITCHELL. At a swimming party in our neighborhood, Barry
Korcan showed off all four of Mike Webster’s Super Bowl rings. He
was in possession of them. So I would say watch for lavish life-
styles, and don’t be afraid to hurt someone’s feelings by asking
them questions.

Senator KOHL. That is very important.
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Ms. MITCHELL. Like, “Are you honest or aren’t you honest?” Also
call your Securities and Exchange Commission to see if they are
registered.

I understand there are three States in the United States that
don’t require investment people to register. One of those States is
Ohio. One is Colorado, and someone said they thought the other
one was Wyoming, but I am not certain of that. But there are still
three States. But, of course, Barry wouldn’t have registered any-
way.

Senator KOHL. You are saying, for certain, you must be abso-
lutely positive about who it is with whom you are investing?

Ms. MITCHELL. Absolutely. Check out every avenue.

As Securities and Exchange people from Pittsburgh have told me
that when they talk to seniors at expos or symposiums, they can
talk until they are blue in the face, and they know that the point
is not coming home because people are still sitting there, saying,
“Oh, I have known this person for years. It will be fine.” That is
not true. Look what happened to us.

Senator KOHL. Absolutely.

Ms. MiTCHELL. He did my husband’s corporate taxes for 22 years
and lived two doors from us.

Senator KOHL. Thank you.

Ms. MITCHELL. You are welcome.

Senator KOHL. Mr. Minkow, what eventually led to the discovery
of the fraud that you were committing?

Mr. MiINKOW. The good work of an investigative reporter at the
Los Angeles Times uncovered May 22, 1987, that in the past I had
to keep cash-flow coming in to pay off the “Ponzi scheme,” had done
some credit card overcharging.

So, what happened was, is after that article was printed in the
LA Times, I had been on Oprah Winfrey. I had had a lot of positive
publicity. Now people started to—and I think it goes to what Mrs.
Mitchell was saying—critically look at me. While I used to be able
to get around the due diligence process, now they wanted inde-
pendent proof of profitability, and it eventually led to my demise.

But the point there is not just who, but what the investment
was. Normally and regularly, people weren’t earning 40 percent
gross profit margins in the carpet cleaning restoration business.
While I had been able to kind of handle that and the big publicity,
young entrepreneur, once they pointed a critical eye at me, I was
through.

The number-one thing that we perpetrators can’t stand, Senator
Kohl, is critical thinking. We want you to love us. We want you to
think the best of us. We want you to know that your friend has
been getting checks for 5 years on time, and that is all the due dili-
gence we want you to do.

As Mrs. Mitchell said, you have to go deeper than that. You have
to look at the industry, check out if the returns are consistent that
are being offered in that industry, and do more due diligence. So,
to your point. Sorry, long on that answer. Sorry about that.

Senator KOHL. From your perspective, what are the red flags
that seniors should be looking for when they are thinking about in-
vesting their retirement income?
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Mr. MINKOW. Yes. I think, No. 1, the regulation industry, I think
seniors and the investment public in general do not know how to
define a security under the Howey test, and you don’t have to be
a lawyer to do it. Basically, people think “security,” they think, oh,
stock or bond. A security is any time I ask for investment money
from Mrs. Mitchell and invest it in widgets or the foreign currency
markets or anything, and I am guaranteeing her a certain return,
that constitutes a security.

Therefore, I need to be blue skied in every State I am offering
it. I need to be a licensed broker/dealer. If I am offering her—and
this is almost in every single case—incentivizing the people that
are in the deal financially by bringing in their friends. That is how
we promote these things.

So, we pay commissions. That is a red flag. Because unless the
person bringing in the new investment money is a licensed broker/
dealer, they can’t receive commissions. So the whole understanding
of what a security is.

Second, normally and regularly test. Normally and regularly. De-
spite all the nice people out there who have been receiving returns,
do people in this industry, are they able to generate these kinds
of returns? Don Scott, 79-year-old Don Scott, who watched—he was
in a factoring deal, and he said they promised him 24 percent to
30 percent a year returns.

He happened to see me doing an interview where I said about
factoring, normally and regularly, people in this industry can’t af-
ford a cost of capital of 30 percent annually. They just don’t have
those kind of margins if it is legitimate. Caused him to think criti-
cally about his investment. We investigated it, uncovered it, and he
got his money back.

So this objective thinking, not the subjective. “My friend brought
him to me,” that kind of thing. Knowing what a security is. Watch
this. Don’t invest out of fear or greed. We offer high returns be-
cause high returns blind objectivity. We offer fear because we want
people to think that they are going to outlive their money, and we
will stop at nothing.

Senator KOHL. Good. Well, we thank you very much for your tes-
timony, Mrs. Mitchell and Mr. Minkow. It has been very helpful.

Mr. MiNKOW. Thank you.

Senator KOHL. I appreciate your being here today.

Mr. MiNKOW. Thank you, sir.

Senator KOHL. So we have a second panel. The first witness on
the second panel will be Patty Struck. She is the president of the
North American Securities Administrators Association. Ms. Struck
also happens to be from my home State of Wisconsin, where she
serves as administrator of the Division of Securities with the Wis-
consin Department of Financial Institutions.

She will share with us the State security administrator’s perspec-
tive on the growing problem of senior investment fraud.

Our second witness will be Elisse Walter, who is the executive
vice president for regulatory policy and oversight of the National
Association of Securities Dealers. NASD serves as the primary pri-
vate sector regulator of the securities industry. Ms. Walter is here
to share with us NASD’s efforts to combat senior investment fraud.
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Finally, we will be hearing from Susan Wyderko of the Securities
and Exchange Commission. She is the acting director of the Divi-
sion of Investment Management for the SEC. Ms. Wyderko will tell
us what the SEC, which is the Federal Government agency charged
with regulating the securities industry, what they are doing to stop
senior investment fraud.

Thank you, all three of you, for being here. Ms. Struck.

STATEMENT OF PATRICIA D. STRUCK, PRESIDENT, NORTH
AMERICAN SECURITIES ADMINISTRATORS ASSOCIATION,
INC. (NASAA), WASHINGTON, DC

Ms. STRUCK. Senator Kohl and members of the Committee

Senator KOHL. Do you want to turn on your button?

Ms. STRUCK. Senator Kohl and members of the Committee, I am
Patty Struck, and I am honored to be here to highlight the activi-
ties of State securities regulators in protecting senior citizens
against investment fraud.

Our cases of senior investment fraud may not make national
headlines, but they are devastating to the victims and their fami-
lies. What would any of us do if it were our parents turning over
their retirement nest eggs to smooth-talking senior specialists pro-
moting unsuitable investments?

Seniors today are bombarded with pitches for financial seminars.
Cold callers, brokers, and insurance agents are all pitching invest-
ments to seniors. Many of them are promising higher returns and
little or no risk. Unfortunately, in most of the cases that we see,
it is just the opposite—high risk and no returns, just devastating
osses.

Through seminars, publications, PSAs, and press interviews, my
fellow regulators stress how important it is for seniors to call their
State regulators, their State securities regulators, as you suggest,
Senator Kohl, if they have questions about an investment oppor-
tunity or if they suspect they may have been victims of fraud.

We have offices in every State, and a good example is the one
that Mrs. Mitchell was talking about, the one in Pennsylvania. Our
staffs are trained to respond to all complaints. You can find a list
of regulators on the NASAA Web site at www.nasaa.org.

We are currently seeing a flood of troubling senior schemes in
three related areas—senior specialists, variable annuities, and un-
licensed or unregistered persons. Unfortunately, these three prob-
lems often occur at the same time in some senior investment semi-
nars.

State securities regulators are receiving an increasing number of
complaints from investors who have been enticed into attending
seminars sponsored by certain senior specialists. It is common
practice for seniors to receive invitations to a seminar, usually con-
ducted with a meal. At the conclusion, they are encouraged to con-
tact the presenter with further questions.

Typically, the specialist will recommend that seniors sell their
stocks in their retirement plans and use the proceeds to purchase
variable annuities that the specialist offers. Many senior specialists
have little specialized financial training. The NASD’s professional
designation data base is a useful resource to check out an individ-
ual’s professional status.
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A fixture on NASAA’s annual list of top scams involves the sale
of variable annuities to investors with little regard to whether or
not the product is suitable. While variable annuities are legitimate
investments, regulators are concerned that many investors aren’t
being told about the potential of exposure to market risk, surrender
charges, and the steep sales commissions that the agents are earn-
ing when they move investors into variable annuities.

NASAA is encouraging changes in State laws that would allow
insurance regulators to continue to oversee the insurance compa-
nies that sell variable annuities, while authorizing State securities
regulators to investigate complaints and take action against the in-
dividuals who sell them.

Another problem facing seniors is that of unlicensed sales people
pitching securities that are unregistered. Many of the enforcement
cases in my written testimony illustrate this twofold violation.
NASAA believes the most effective weapon against fraud is a dual
approach. We combine aggressive enforcement efforts with finan-
cial education to protect investors from unscrupulous individuals.

We were pleased last week when Chairman Cox noted in his
speech to the Consumer Federation of America that the States
often coordinate their efforts with the SEC to capitalize on the
strengths of both State and Federal regulators.

In Wisconsin, Kenneth Hackbarth, an elder in his local church,
operated a Ponzi scheme that victimized a total of 117 friends, rel-
atives, and senior parishioners of more than $6 million. Using a
front called Homestead Investments, he told investors their money
was being used to buy, rehab, and sell property and promised a 15
percent return.

The problem was Hackbarth never put any of the money into
real estate, but just used his investors’ money to pay off earlier in-
vestors, the hallmark of a Ponzi scheme. We worked with the FBI,
and a criminal action resulted in a conviction and a 10-year prison
sentence.

State securities regulators believe investor education is a power-
ful weapon in the fight against investment fraud. A few years ago,
NASAA undertook a senior outreach initiative designed to educate
seniors to protect themselves from investment fraud.

It involves programs and materials developed by securities regu-
lators at the State level, including brochures, videos, and outreach
seminars; an anti-fraud education program called Seniors Against
Investment Fraud, which began in California, where senior volun-
teers conduct presentations in comfortable familiar settings such as
community centers, assisted living facilities, and churches; and the
Senior Investor Resource Center on the NASAA Web site to serve
as a gateway for important investor protection information de-
signed specifically for seniors. The center was launched in 2003
and includes common sense solutions to protect assets from invest-
ment fraud.

These are dangerous economic times for seniors. This Commit-
tee’s examination of investment fraud as it affects the growing sen-
ior population is an important step in highlighting the problem and
working toward a solution.

Thank you so much for allowing me the opportunity to appear
here today.
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Chairman Smith, Ranking Member Kohl and Members of the Committee,

I’'m Patty Struck, Wisconsin Securities Division Administrator and President of the North
American Securities Administrators Association, Inc. (NASAA).! 1am honored to have
the opportunity to appear before your Committee to highlight the activities of state
securities regulators in protecting senior citizens against investment fraud.

Overview

The securities administrators in your states are responsible for licensing of firms and
investment professionals, registering certain securities offerings, examining broker-
dealers and investment advisers, enforcing state securities laws, and providing investor
education programs and materials to your constituents. Like me, some of my colleagues
are appointed by their Governors and Cabinet officials, ten are appointed by state
Secretaries of State and five fall under the jurisdiction of their states’ Attorneys General.
We are often called the “local cops on the securities beat,” and I believe that is an
accurate characterization.

My staff and I interact daily with elderly investors. These interactions are often the result
of senior investor education seminars or complaints lodged by seniors with my office. In
addition to educational initiatives that target seniors, my office works with criminal
authorities to prosecute companies and individuals who commit crimes against seniors,
and we bring civil actions for injunctions, restitution and penalties against companies and
individuals who commit securities fraud. We also educate seniors through publications,
videos and seminars so that they are better able to protect themselves. For example, the
Financial Literacy Section of the Wisconsin Department of Financial Institutions has
developed numerous investor education brochures and related materials on a variety of
investment, financial, and consumer education matters. Specifically with regard to
outreach to seniors, the Section sponsors numerous outreach activities, including multi-
media presentations around the state on the subject of “How Seniors Can Keep from
Being Victimized by Investment Fraud.”

NASAA’s annual Spring Public Policy Forum traditionally focuses on the issues of
greatest importance to regulators, the industry and the investing public. This year, given
the increased public awareness of our nation's changing demographics, NASAA felt it
was important to examine the business, policy and investor protection challenges raised
by the growth in our senior population.

While our cases of senior investment fraud may not make national headlines, they are
devastating in their impact to the victims and their families. What would you do if your

1 . . - . .

The oldest international organization devoted to investor protection, the North American Securities
Administrators Association, Inc., was founded in 1919. Its membership consists of the securities
administrators in the 50 states, the District of Columbia, Canada, Mexico, Puerto Rico and the U.S. Virgin

Islands. NASAA is the voice of securities agencies responsible for grass-roots investor protection and
efficient capital formation.
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mother or father turned over their retirement nest egg to a smooth-talking “senior
specialist” who promoted unsuitable investments?

In the United States alone, an American turns 50 once every seven seconds and on
January 1, 2006, the first of an estimated 77 million baby boomers, those Americans born
from 1946 to 1964, celebrated their 60th birthday. The 50-plus population is the fastest
growing segment worldwide and predicted life expectancies are at a historical high.

Boomers have more than $8.5 trillion in investable assets. Over the next 40 years, they
stand to inherit at least $7 trillion from their parents, research firm Cerulli Associates
estimates.

Facing greater responsibility for their financial security stemming from the decline of
traditional defined benefit pension plans, and with greater life expectancies, it should be
no surprise that retirees today are seeking to maximize their retirement investments.

Investment Fraud Against Seniors

While people age 60 and older make up 15 percent of the U.S. population, they also
account for about 30 percent of fraud victims, estimates Consumer Action, a consumer-
advocacy group. As baby boomers swell the retiree population, state securities regulators
are concerned that financial scams targeting seniors also will rise and based on our
collective experience of over seventy-five years of securities regulation we believe our
concemns are well-founded. Con artists read the headlines, and they need little
encouragement to emerge from the side streets and back alleys to Main Street where
older investors live.

Seniors today are bombarded with pitches for financial seminars. There are ads in the
newspapers and on the radio. Cold callers, brokers, financial planners, and insurance
agents are all pitching investments to seniors. Many of them are promising “higher
returns and little or no risk.” Those words are a red flag for investors. Unfortunately, in
many of the cases that securities regulators see, it’s just the opposite: high risk and no
returns, just devastating losses.

No one knows exactly how many older Americans are victims of investment fraud.

Often, older victims don’t report crimes because they don’t want people to know they
have lost money or made an unsound investment. Also, they don’t know how or where to
complain. Through seminars, publications, public service announcements, and press
interviews, my fellow regulators regularly stress how important it is that seniors and all
investors should always call their state securities regulator if they have questions about an
investment opportunity or if they suspect they have been a victim of investment fraud.
We have local offices in every state and our staffs are trained to respond to all
complaints. You can find a list of regulators on the NASAA website at www.nasaa.org

Before investing, senjors should first contact their state, territorial, or provincial securities
regulator to see if the investment vehicle and the person selling it are registered. Your
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state or provincial securities regulator will also be able to tell you if the salesperson has a
disciplinary history, that is, whether any civil, criminal or administrative proceedings
have been brought against him or her. The best advice is to first call a state securities
regulator before investing to check out any product and the person selling it.

Three Noteworthy Trends at the State Level

The targeting of seniors for investment schemes is a chronic problem. My colleagues and
1 are currently seeing a proliferation of troubling schemes in three related areas: “senior
specialists,” variable annuities, and unlicensed/unregistered persons. Unfortunately,
these three problems often occur simultaneously at certain senior investment seminars.

Senior Specialists - State securities regulators are receiving an increasing number of
complaints from investors who have been enticed into attending seminars sponsored by
certain “senior specialists.” While there are organizations whose members must
complete rigorous programs of study and pass extensive examinations, there are also
organizations that require little or no training in order to use one of these designations.
Typically, the designation will indicate that the holder has some form of expertise in
assisting seniors in structuring their investments in such a manner as to reduce taxes,
minimize risk and avoid state probate laws.

It is common practice for seniors to receive an invitation to a seminar, usually conducted
with a meal, such as a prime rib dinner, where, at the conclusion of the seminar attendees
are encouraged to contact the presenter with further questions. Typically, the specialist
recommends liquidating securities positions and using the proceeds to purchase fixed,
indexed or variable annuities products the specialist offers. Under our state securities
laws, these recommendations may be viewed as providing investment advice for
compensation. In such cases, the “senior specialist” would be offering investment advice
as an unregistered investment adviser and, therefore, be subject to enforcement action by
regulatory agencies.

State securities regulators have opened 26 cases in the past year involving “senior
specialists” in the eastern half of the United States alone. Most of the cases involve
securities recommendations by individuals who are not properly licensed by state
securities regulators.

A recent enforcement action by Massachusetts securities regulators against Investors
Capital Corp. illustrates how a “senior specialist” designation can be used to hoodwink
seniors. According to state regulators, one of the firm’s representatives stated during a
seminar that his senior specialist designation - received by taking a three-day course or a
home course, followed by a multiple-choice exam — indicated that he had been
specifically trained to manage and solve financiat problems facing seniors. According to
the state, the seminar steered investors toward investing in equity-indexed annuities as
the best way to participate in stock market gains without risk. Equity-indexed annuities
are complex insurance products with high commissions and long holding periods (as well
as stiff penalties for early withdrawals), which make them unsuitable for many older
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investors. In November, the state charged the firm with misleading investors, especially
seniors, into buying equity-indexed annuities.

Variable Annuities - A perennial fixture on NASAA’s annual list of top scams involve
the sale of variable anmmities to investors with little regard to whether or not the product
is suitable. While these are legitimate and suitable investments for some, regulators are
concerned that many investors aren’t being told about high surrender charges for early
withdrawals, the potential of exposure to market risk, and the steep sales commissions
agents often earn when they move investors into variable annuities. Often pitched to
seniors through investment seminars, these products are unsuitable for many retirees.
Some investors also are misled with claims of guaranteed returns when variable annuity
returns actually are vulnerable to the volatility of the stock market. While variable
annuities certainly have benefits — tax-deferral and death benefits among others — they
come with strings attached and additional costs. Investors should be aware of these costs
and impact of the costs on the performance of these products. High commissions often
are the driving force for sales of variable annuities.

Variable annuities are considered to be securities under federal law and the laws of some
states. Other states, however, consider variable annuities to be insurance products and
others consider them to be both insurance and securities. NASAA is encouraging changes
in state laws that would allow state insurance regulators to continue to oversee the
insurance companies that sell variable annuities while authorizing state securities regulators
to investigate complaints about variable annuities and to take action against the individuals
who sell them. These simple statutory amendments are not intended to give states the
power to register the products themselves, only to ensure that states securities regulators
have the much-needed authority to regulate the agents who sell them.

Most of the sales practice complaints received by state securities regulators involving
variable annuities relate to the suitability of the product. While a suitability standard has
been proposed, we feel that the commonly accepted methodology for determining the
suitability of an investment should be applied. In pertinent part, the standard is as
follows:

In recommending to a customer the purchase, sale, or exchange of a
security, a broker-dealer, salesperson, investment adviser, or investment
adviser representative must have reasonable grounds for believing that
the recommendation is suitable for the customer upon the basis of the
facts, if any, disclosed by the customer as to his or her other security
holdings and as to his or her financial situation and needs.

Unregistered/Unlicensed Individuals - Another problem area inundating state regulators
is unlicensed securities sellers pitching securities that are unregistered. Individuals who
sell securities or provide investment advice are required to earn a license by passing
rigorous examinations before they can offer their services to the public. Those who bypass
this requirement often are predators offering bogus investments. Unlicensed people selling
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unregistered securities should be a red alert for investors. Con artists also frequently use the
promise of high commissions to lure some insurance agents, investment advisers,
accountants, and lawyers who are not licensed to sell securities into selling investments
they may know little about, such as bogus limited partnerships or promissory notes. Many
of the enforcement cases described below illustrate the twofold violation of persons not
licensed with their state securities regulators selling unlicensed products.

I return to the simple advice that could help seniors and all investors avoid the pitfalls of
investment fraud: call your state securities regulators before investing. We’re there to help
educate investors about their rights and to provide the tools and knowledge needed to make
informed financial decisions.

Enforcement and Education

So what can be done to combat investment fraud against seniors? State securities
regulators believe the most effective weapon against fraud is a dual approach: combine
aggressive enforcement efforts with financial education to protect investors from
unscrupulous individuals.

State securities regulators have a long history of protecting investors at the local level day
in and day out. Enforcement against fraud is the essence of what state and provincial
regulators do — to vigorously pursue sales practice abuses and a variety of scams and
frauds against unsuspecting senior investors. The following cases illustrate the work
being conducted by state securities regulators on a daily basis to protect seniors from
investment fraud.

In my own state of Wisconsin, Kenneth Hackbarth, an elder in his local church in
Kenosha W1, operated a long-running Ponzi scheme that victimized a total of 117 friends,
relatives and parishioners (mostly seniors) of over $6 million. Two of the fraud victims
committed suicide from being so financially devastated by the fraud. Using a front called
Homestead Investments, Hackbarth told investors that their money was being used to
buy, rehab and sell commercial and residential property, promising a 15% return on the
investment notes. Hackbarth never put any of the money into real estate (although he
made large donations to the church). Rather, he just used new investors' money to pay off
earlier investors -- the hallmark of a Ponzi scheme. The Wisconsin Securities Division
issued a Cease & Desist Order and worked with the FBI in a criminal action resulting in a
conviction and 10-year prison sentence. This case is also a good example of the affinity

fraud aspect that appears so often in the Division's enforcement cases targeting senior
investors.

Colorado - Over the years, the Colorado Division of Securities has investigated a number
of securities cases involving the exploitation of senior citizens. For instance, in one case,
a licensed insurance agent in Colorado took over $760,000 from at least 12 investors who
ranged in age between their mid-50’s and mid-80’s. He sold his victims promissory
notes through fraudulent misrepresentations and omission about risks and retumns. Ina
more recent case, another insurance agent defrauded 65 senior citizens through the sale of
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callable Certificates of Deposit. Both of these cases resulted in criminal prosecution by
the Colorado Attorney General’s Office.

Florida - Just last week, Florida state officials announced that they have dismantled an
Orlando based company, Tropical Village, Inc., they say defrauded elderly investors of
more than $9 million through the sale of unregistered securities. The perpetrators
targeted 80 wealthy elderly investors, convincing them to invest their money in apartment
complexes in several Florida cities, as well as in Texas and Georgia. Instead, more than
$8 million of the seniors’ money was diverted to the perpetrators’ personal use.

Maine - In one case, an insurance sales person from Texas sold Maine senior citizens
$1,000,000 worth of securities in the form of promissory notes and investment contracts
issued by start-up companies. He was not licensed to sell these products, the products
were not registered, and he did not disclose the risks of investing in a start-up company to
the investors. Most of these investors were retired, had no investing experience, and
invested funds that they needed for living expenses. When the start-up companies failed,
the investors lost everything. Through the state Attorney General’s Office, the Maine
Securities Division prosecuted the sales person, who was convicted of securities fraud
and several other securities violations and sentenced to two years in prison.
Unfortunately, the victims will never recover their losses.

Missouri - In a recent action, the Securities Division of the Secretary of State’s office
took enforcement action against a securities agent and the broker-dealer with which he
was employed, who had developed a relationship with a large company in St. Louis,
Missouri. The agent, who handled the accounts of many retired workers, traded
aggressively in accounts of these unsophisticated retirees’ and the broker-dealer failed to
adequately supervise the agent. These retirees lost millions of dollars in their retirement
accounts. A consent order requiring a large fine and restitution was eventually reached.

In a similar matter, a securities agent with a broker-dealer found newspapers announcing
a list of retirees from a large Kansas City firm and called these recent retirees. The agent
convinced the retirees to purchase mutual funds, and after they lost money in these
accounts he switched these customers to variable annuities. Some of these retirees were
switched several times resulting in extremely large surrender fees paid by the retirces and
large commissions paid to the agent. The Missouri Securities Division is preparing to
take administrative action against the agent and the broker-dealer.

Montana - The State Auditor personally prosecuted the largest securities case in the
state’s history in 2003, and in 2005 the Office assisted with the federal case against the
broker. Tom O’Neill was a securities salesperson for USBancorp/Piper Jaffray in Butte,
Montana. Over the course of a four-year period, Tom victimized at least 38 of his clients,
most of whom were elderly, widowed or disabled. During this period, Tom executed in
excess of 6,000 unauthorized trades in primarily technology stocks in their accounts,
charging in excess of $600,000 in commission and causing losses in excess of $1 million.
One of the victims, a 92-year-old man, had seven speculative trades in his account while
he was in a coma and a final trade in his account hours after he had died. The State
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Auditor’s Office took action against Tom, his branch manager, and the company Piper
Jaffray, as well as Piper’s management team. Piper subsequently settled the matter with
the State Auditor’s Office. The settlement inctuded restitution to the 38 victims in the
amount of $1.5 million, a $1 million fine and an agreement to change its bonus structure
50 as not to reward salespeople who were the subject of complaints or regulatory actions.
With the assistance of the State Auditor’s Office, O’Neil was charged by the United
States Attorney’s Office and is currently serving a term in federal prison.

Oregon - Last year, an Oregon senior was convinced to give her entire retirement savings
of $250,000 to an investment adviser who, in turn, lost the entire amount. The Oregon
Division of Finance and Corporate Securities, which has seen an increase in unlicensed
investment adviser activity, resolved the case through a consent order.

Pennsylvania - The Pennsylvania Securities Commission issued a cease and desist order
in June 20035 against the Association of Senior Counselors and an agent to halt the offer
and sale of unregistered securities. According to the state, the agent appeared at a senior’s
home with materials saying he had “credentials you can trust” and “increase your
income: while “avoid(ing] risk.” An investigation determined that the agent had been
charged in Connecticut in 2004 with selling unregistered securities and failing to register
as an agent of a securities issuer in connection with the alleged sale of promissory notes.

Texas - In the last two years there has been an enormous problem in Texas with
unregistered schemes being sold to elderly investors. These schemes include currency
trading programs, promissory notes, viatical settlements, resort timeshare investments
and equipment leaseback schemes involving internet kiosks, card readers, and ATM
machines. The losses to Texans are estimated to be in the hundreds of millions of
dollars. The bait is that the "income” will be "guaranteed" and will be substantially
higher than what persons living on fixed incomes can expect to get from certificates of
deposit, money market investments or other mainstream financial products.

Promoters of the schemes have been recruiting independent insurance agents and others
through advertisements, mailing lists, trade organizations, internet websites, and by word-
of-mouth. Agents are often falsely told that the schemes do not involve the sale of
securities, are not regulated by state or federal law, and are "safe” or "guaranteed.”
Generally, lucrative sales incentives or commissions are offered.

Texas securities regulators have sent warning letters to approximately 300 agents that
have been identified thus far and have initiated numerous criminal actions.

Investor Education and Senior Outreach Initiatives

State, territorial, and provincial securities regulators believe investor education is a
powerful weapon in the fight against investment fraud. For that reason, we actively
provide resources to help older investors better educate and protect themselves against
investment fraud. Recognizing the value and impact of financial education, NASAA’s
Board of Directors elevated investor education to Section status in 1997 to help support
the ongoing financial education efforts of our members.
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Several years ago, a separate Senior Outreach Project Group was created to administer
educational campaigns to help fight investment fraud and scams targeted at seniors. State
securities administrators from around the country have undertaken a Senior Outreach
Initiative that is designed to educate seniors to protect themselves from investment fraud.

The Senior Quireach Initiative involves:

¢ Promoting programs and materials developed by state securities regulators that
include brochures, videos, and outreach seminars presented to organizations such
as the Golden Kiwanis and Senior VFW groups.

e Participation as an exhibitor in the 2005 Summer National Senior Olympics. The
event drew between 12,000 and 15,000 senior athletes to the southwestern
Pennsylvania area and more than 25,000 spectators. NASAA partnered with the
Pennsylvania Securities Commission to distribute thousands of investment fraud
prevention brochures and fielded hundreds of investor protection-related
questions from event attendees.

» Developing an anti-fraud education program that utilizes volunteer/peer group
educators and networks. This program is based on highly successful initiatives
that have been launched in California and Ontario. The blueprint for this program
allows states securities regulators to tailor it and effectively launch it in their own
jurisdictions. For example, the proven effectiveness of a comprehensive anti-fraud
program begun in California called Seniors Against Investment Fraud, or SAIF,
has led to adoption by other states, such as Florida, Pennsylvania and lowa. In the
SAIF model, senior volunteers/peer educators conduct presentations in
comfortable, familiar settings such as senior community centers, assisted living
facilities and churches investment scams. The program involves training the
trainers to conduct the presentations and includes a tool kit and resource guide.

» Educating attendees at the American Society on Aging and the National Council
on the Aging’s 2006 joint conference. Project group members actively
participated in the conference, addressing a workshop entitled “Preying on the
Elderly: A Session on Financial Abuse,” which featured high-profile speakers
(such as an Assistant US Attorney and an FBI agent) involved in combating
investment fraud against seniors. The more than 4,000 professionals in
attendance at the conference come into contact with senior citizens on a daily
basis; reaching thousands of those professionals with the investor protection
message and materials in turn potentially reaches hundreds of thousands of
seniors.

¢ Creating an Investment Fraud Bingo Game that delivers important investment
protection messages in a fun and interactive format. The game, easy to administer
and well received by seniors, is an ideal program for states with limited resources.
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The program is in use by several states, including Texas, Pennsylvania, Indiana
and Florida.

e Forming strategic partnerships with federal, state and local aging networks,
including the AARP and US Administration on Aging. Other partnerships under
consideration or active engagement include the Retired Senior Volunteer Program
and the Investor Protection Trust.

» Developing the Senior Investor Resource Center on the NASAA website to serve
as a gateway for important investor protection information designed specifically
for seniors. The center, sponsored by NASAA and launched in 2003, includes:

--A checklist of questions seniors should ask before making an investment
decision;

~-Common sense solutions to protect assets from investment fraud;

--Information about the current top frauds targeting seniors;

--Contact information for securities regulators in each of the 50 states, the District
of Columbia, Puerto Rico, Canada, Mexico, and the U.S. Virgin Islands;

--An Investors Bill of Rights and interactive fraud awareness quiz and links to
investor education publications and programs offered by state securities regulators
and others to help seniors fight investment fraud.

Attached to my written testimony is a compilation of various state investor education
outreach programs intended for seniors, and examples of printed materials that are used
as newspaper inserts, and distributed at various town hall meetings and community
centers throughout the year.

Conclusion

These are dangerous economic times for seniors. Now, more than ever, all American
investors — and especially senior investors — need more, not fewer cops on the securities
beat. This Committee’s examination of investment fraud as it affects the growing senior
population is an important step in highlighting the problem and working toward a
solution. My office and other State Securities Administrators will continue to play an

active role in protecting seniors whether it is a large multi-million dollar scam or a single
defrauded senior.

[ thank the Chairman and each member of this Committee for allowing me the

opportunity to appear today. I look forward to answering any questions you have and
providing additional assistance to you in the future.
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NASAA Jurisdictions that self-reported having
outreach programs for seniors.
(As of 10/19/2005)

Alabama

In an effort to reach out to middle age and older Alabamians, the Alabama Securities
Commission will participate in the following activities throughout 2006.

- Partner with AARP and the Alabama Extension Systems to put on “Investor University” events
in cities and rural areas. This seminar event teaches topics concerning wise saving and investing
practices, provides educational materials to attendees, addresses topics like reverse mortgages
and variable annuities. (Birmingham event had 200 attendees in February. In April an event is
planned in Huntsville and in May an event is projected for Mobile.) After this events will target
rural communities in Alabama.

- Partner with the Alabama Attorney General’s office and the Alabama Department of Senior
Services (for the 3" consecutive year) to develop fraud prevention activities throughout the state
of Alabama in April 2006.

- ASC will attend and exhibit at the Alabama Gerontological Society conference in Birmingham,
AL, in March 2006.

- ASC will display and provide materials to over 10,000 attendees at the Senior Expo conference
in Huntsville, AL in May 2006.

- Participate on annual Medicare Van Tour (3" consecutive year) prior to Thanksgiving to reach
Senior citizens throughout rural areas of Alabama and provide securities fraud prevention
training and materials.

- ASC has applied for a grant from IPT to put on 2 monthly television broadcast on Alabama
Public TV for Seniors. This would be the second consecutive year to reach citizens throughout
the state.

Arizona

The state of Arizona has developed a program entitled Until Money Grows on Trees, Verify
Before You Buy. The state is sponsoring presentations and town hall meetings with state
legislators to promote this program, which is designed to educate citizens about financial fraud
and how to protect their finances. The state has received a 3-year IPT grant for their state
investor education program.

Arizona is also working on producing a DVD to be distributed statewide that will aim to have a
“reverse boiler room” effect by calling out to inform people about fraud alerts. The state is also
investigating using pharmacy prescription stuffers and/or utility bill stuffers for seniors (in a joint
effort with AARP) to get information out about financial fraud a ways to protect oneself.



27

British Columbia

British Columbia has several initiatives as part of its investor education program, including the
following:

BC Coadlition to Eliminate Abuse of Seniors is a provincial organization supported by the BCSC
Education Fund to deliver Protect Your Money, a lively seminar by sentors for seniors to help
them learn how to protect themselves from fraud and unsuitable investments. BC CEAS has been
funded to reach 1,500 seniors in the Vancouver-lower mainland area. During this free,
informative, one-hour presentation, seniors are shown by the Coalition’s trained, volunteer senior
speakers, how to protect their hard-earned money by:

spotting the red flags common to most frauds committed against seniors,
contacting the BC Securities Commission for information about advisers, various types of
investments and other tips,

* using a valuable, free Investor Education kit produced by Canada’s securities regulators,
and

« knowing where to get other information they can use to protect themselves

California

The Seniors Against Investment Fraud (SAIF) Program is a statewide outreach campaign under
the California Department of Corporations. The primary purpose of SAIF is to alert and educate
Californians over the age of 50 about investment and telemarketing fraud crimes and how to
avoid being victimized by scam artists.

e SAIF includes a dedicated Advisory Committee of state and local agencies, senior
advocacy and consumer groups, and senior volunteers who work together to assist in the
oversight and promotion of the program.

o SAIF trains and utilizes hundreds of committed senior volunteers to serve as "local
trainers" and "local ambassadors" who carry the message to seniors throughout their
communities.

® SAIF targets California consumers over the age of 50 with information aimed at
preventing fraudulent scams and investment and telemarketing practices.

Florida

The Florida Office of the Attorney General has developed "Florida Seniors Against Investment
Fraud (FSAIF)." FSAIF is a new program that works with Seniors vs. Crime, a program that
provides seniors with information on identifying and reporting fraud, in order to protect oneself
from fraud. The program uses a grassroots "train the trainer” approach and utilizes the Seniors
vs. Crime regional directors and state Senior Sleuths to give FSAIF presentations in appropriate
communities and to disseminate outreach materials. A toll-free consumer call center will handle
inquiries and direct consumers to the correct state or federal agency.
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Your Money, Your Life — Be a Smart Investor: Verify Before You Buy: is the second phase of a
statewide public education and awareness campaign called Your Money, Your Life. The Verify
Before You Buy message, sponsored by an IPT grant, is focused on promoting investor education
among Floridians of all ages and economic levels, and protecting investors from financial scams.
The Verify Before You Buy initiative includes 1) statewide radio and television public service
announcements, 2) billboard advertising, 3) brochures on smart investing, affinity fraud, and
investing for seniors, 4) an interactive website for potential investors to find important resources
and use an on-line tool to search and verify that a broker or company is licensed, 5) an essay
contest to promote smart investing skills among Florida teens, and 6) has been incorporated into
nearly 1,000 outreach presentations around the state, reaching more than 86,0000 consumers.
Florida's public service announcements were replicated from creative and visually appealing
PSAs used in Pennsylvania and then modified with Florida-specific information. The first 30-
second ad features an elderly woman who lost money after being pressured to invest on the spot
with someone who was "so nice” to her. The second features an elderly African-American man
who laments being scammed after investing in what was supposed to be a "sure thing." Both ads
close with the message "Verify Before You Buy” and point viewers to the department's website
and toli-free consumer helpline.

Hawaii

Hawaii has begun placing on-screen movie advertisements in theaters across the state. A slide
asks theatergoers "Have you been promised more on your money but lost your life savings?" and
shows a picture of a senior couple reviewing their papers. Information on how to report investor
fraud is provided on the slide. It is also in the process of creating three television PSAs. Hawaii
is in the process of visiting every senior center and senior living facility in the state to provide
financial educational materials and presentations. It seeks to work with various nonprofit and
government agencies in creating a once-a-month series of presentations on a rotating basis. The
state has also redesigned its Investor Education web page in order to make it more user friendly.

Idaho

Idaho has produced senior conference on investor education, and is actively participating in April
as Financial Literacy Month. It has been giving presentations in senior centers throughout the
state. The state Securities Bureau has worked to make the "Wall Street Journal Guide to
Understanding Personal Finance" available at all conferences of its financial literacy
conferences.

Illinois

[llinois’s financial literacy programs for seniors include both presentations at senior centers and
informational booths at senior Health Expos. The state is adopting parts of the California SAIF
program for use with senior groups. Its quarterly newsletter, Securities Bulletin, is mailed free to
all secondary schools, police and sheriff's departments as well as all registered broker-dealer
firms and investment adviser firms in the state (as well as all NASAA members).

Itlinois is looking to further modify its website to reach out better to senior investors. It is
beginning to work to encourage banks to provide investor education seminars for their
customers. The state intends to get more involved with businesses and companies to provide
investor education and protection components at retirement planning seminars.
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Massachusetts

The commonwealth has sent a mass mailing (letter and brochure) to senior citizens

seeking to educate them about variable annuities. It has sent representatives to senior centers to
speak about variable annuities. The state is also supporting the IPT's “MoneyTrack” series airing
on public television.

Montana

The State Auditor’s Office in Montana has been diligent in its efforts to combat fraud and
improve consumer education in the state. The State Auditor’s Office has been heavily involved
in outreach. The office teamed up with other community partners for “Consumer Fraud
Summits.” The all day events provided speakers and resources on a vast array of consumer fraud
issues. State Auditor John Morrison was the luncheon speaker and talked about the importance
of investor education and offered tips on how seniors can protect themselves. The State
Auditor’s Office held a breakout session in the afternoons teaching people how to recognize
scams and protect themselves from investment fraud. Hundreds of seniors and other consumers
attended these events. Four events have been completed so far this year and the coalition will be
holding more in the surnmer. This April, the State Auditor’s Office will be holding presentations
in senior centers across the state to promote “Financial Literacy Month.” This program is
designed to specifically outreach to seniors and to help them protect themselves. The
presentations will include information on the most common scams affecting seniors and how to
combat them.

Nevada

The state is working with Jump$tart to provide teacher training in financial literacy. They are
also developing training programs with the Catholic Charities’ Senior Division for service
providers who work with seniors in need, and are developing a senior-specific handout seniors
can use to betier protect themselves from fraud, cornplete with the right questions for seniors to
ask of brokers.

New Hampshire

New Hampshire negotiated a $5 million dollar securities settlement with the Tyco Corporation in
2003. The settlement stipulated that the settlement be used for investor education. With the
settlement money, the state established the Center for Public Responsibility and Corporate
Citizenship. Bureau of Securities Director Mark Connolly sits on the Center's Board of Directors
and Secretary of State William Gardner serves as its Chairman.

In recent months the Center awarded a $250,000 grant to the New Hampshire Jump$tart
Coalition. This funding will be used to substantially expand Jump$tart's financial literacy
programs for students. The Center also awarded a grant to the business school at The University
of New Hampshire for the purpose of designing and implementing a series of educational
seminars to be held across the state in coming years. In addition, the Center hopes to help
establish and fund a corporate governance program within the University of New Hampshire.

The state also continues to run PSAs targeting senior investors on New Hampshire public
television.
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New Jersey

The New Jersey Bureau of Securities has recently implemented a new program called the "New
Jersey Investor Education and Protection Program.” The Bureau has developed a multi-pronged
statewide project in an attempt to arm citizens with investor education and protection messages.
Outreach methods include Radio and TV public service announcements (PSAs), billboard
advertising, direct mail to seniors, Consumer University for teens, and an interactive investor
protection website program. In addition, the Bureau is developing and distributing printed
investor education mini-guides. The outreach will also serve to increase awareness of the New
Jersey Bureau of Securities and the services they can provide to New Jersey investors.

New York

New York has recently expanded its outreach program, especially to seniors. The Investment
Protection Bureau now has new packages of investor education handouts and has developed
speaker's materials for use by staff for investor protection presentations. The Bureau is also in
the early stages of planning a full day Town Meeting style program for 2006 with a state law
school.

Ohio

Ohio’s Division of Securities continues to hold free informational seminars on financial literacy
around the state. Titled "Buy Smart, Borrow Smart, and Invest Smart,” the educational events are
promoted in the community and last approximately two hours with speakers from the various
agencies providing presentations.

Ohio recently sent letters to teachers, civic groups and senior citizen centers informing them of
the availability of speakers from the agency. During the first six months of 2005, the agency
gave 51 presentations to senior groups and had a total attendance of over 23-00. One such event
was at the Adams County Senior Center Fair, which was attended by 385 seniors. The state plans
on giving more presentations in the future,

The Division of Securities was in attendance at the Summer 2005 Ohio State Fair, which was
attended by over 800,000 Ohioans. The agency also held an educational Ohio Securities
Conference in October. The event will be open to the public.

Oregon

The Oregon Investor Information Coordinator constantly crisscrosses the state making
presentations to senior centers, assisted living facilities, community meetings at libraries and
colleges, and civic clubs (Kiwanis, Rotary, Lions, etc.), among others.

The state is also working on PSA campaign, and a CCTV/cable access initiative to disseminate
investor education information to underserved areas of Oregon.

During the summer of 2006, Oregon plans on hosting a series of “Financial Fridays” lunch

presentations from various financial related speakers for state workers outside on the capital
mall.



31

Pennsylvania

Pennsylvania has produced an educational series for the state’s public television system called
MoneyTrack that features real people dealing with real financial and investment issues. The
topics covered include how mutual funds work and how they charge fees, how to identify and
avoid common investment scams (especially for seniors), investing versus gambling, resources
for economically disadvantaged families, understanding investment research, how to decide
whether you need a financial advisor and how to choose an advisor, corporate behavior and
explanation how investors are protected, managing your credit, planning for retirement,
financing long-term care, long-term care explained, as well as many others. It has also offered
Money Matters seminars targeted directly towards seniors, run by representatives of the
Pennsylvania Securities Commission.

Tennessee

Tennessee’s Securities Division is working with other state agencies to produce Consumer
Services Workshops across the state. These workshops draw attendees of all ages, from high
school students, middle-aged adults and senior citizens. They also have attendees from banking,
senior care and teaching professions.

Texas

Texas is doing presentations across the state for individual groups as well as speaker and panel
participation at conferences such as the Texas Retired Teachers Association and the Conference
on Aging. This is the second year for the agency to participate as an exhibitor at these two
conferences, which has lead to them being invited to participate at senior fairs and expos
statewide.

Utah

The Utah Division of Securities, in conjunction with the Utah Division of Consumer Protection,
Utah Attorney General, and AARP Utah, is conducting a series of Consumer Education Summits
designed to educate seniors and other citizens about the issues of securities fraud, identity theft,
charitable solicitations, and mail/telephone solicitations. The Utah Division of Securities will
have held 20-30 events by April 2006. The summits will range in size from as few as 10 people
in rural Utah to 200 people in Salt Lake City.

Wisconsin

The Financial Literacy Section of the Wisconsin Department of Financial Institutions has
developed numerous investor education brochures and related materials on a variety of
investment, financial, and consumer education matters. Specifically with regard to outreach to
seniors, the Section sponsors numerous outreach activities, including multi-media presentations

around the state on the specific subject of “How Seniors Can Keep from Being Victimized by
Investment Fraud.”
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Wisconsin is involved as a participating state in a recently announced (February 2006) national
investor education initiative directed specifically at seniors entitled the “Campaign for Wise and
Safe Investing." It is a joint program of the National Office of the American Association of
Retired Persons (“AARP”) and the Investor Protection Trust (“IPT™) that is providing funding to
a coalition of 30 states to provide much-needed investor education and protection to age 50+
investors and potential investors. Participating states will be able to use all of the materials
developed at the national level and will collaborate with their respective AARP state offices to
develop a quality state campaign to bring investor education and protection to the senior citizens
in their states.

The National Campaign materials will begin to be released to participating states in April. The
Financial Literacy Section of Wisconsin's Department of Financial Institutions already has had
its initial planning meeting with representatives of the Wisconsin AARP Office to organize five
major "Events" focusing on financial education for seniors to take place in separate major
population areas in Wisconsin beginning this fall.
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Senior Investor Resource Center & prictar-Friendly page

Welcome to NASAA's Senior Investor Resource Center.

As your first line of defense against investment fraud, NASAA members have
far too many stories of scam artists who prey on unsuspecting seniors by offi
"too good to be true” investment schemes. Although many of the firms and
individuals behind these schemes are prosecuted, we cannot guarantee that
not become a victim.

Don't be a target.
Education and awareness are your best weapons in the fight against investn

fraud. As the oldest international investor protection organization, NASAA is
to provide the tools you can use to protect yourself against investment fraud.

RESOURCES

> INVESTigate ™ 10 Tips to Protect Your Nestegg

A quick checklist of questions to  Ten common sense solutions to avoid

ask before you invest. investment fraud.

™ Investor Quiz ® Top Investor Traps

Test your investment knowledge  Learn how you can be separated from

with this quick quiz. money.

™ Helpful Sites » Investor Bill of Rights

Useful resources from NASAA Know your rights as an investor.

members.

» Other Resources » Who to Cali

NASAA's library of investor A state-by-state list of contact informat

awareness materials. your state or provincial securities regui
© 2006 North i Securities Admini rs A iation, Inc. All Rights Reserved

Privacy Policy
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Avasama Securrmies CoMMISSION

770 WASHINGTON AVENUE, SUITE 570
MONTGOMERY, ALABAMA 36130-4700

Telephone: (334) 242-2984 or 1-800-222-1253
Fax: (334) 242-0240

Email: asc@asc.alabama.gov

Website: www.asc.state.al.ug

SENIORS “TAKE CONTROL"” AND PROTECT YOURSELF
FROM BECOMING A VICTIM OF SECURITIES FRAUD

1. Don't be a "courtesy victim.” You may be from a generation that was taught to be courteous at all times to phone
callers, as well as people who visit you at home. Con artists will not hesitate to exploit the good manners of a potential
victim. When a stranger asks for your money, you should proceed with the utmost caution. You are under absolutely
no obligation to stay on the telephone with a stranger or allow them in your home. In these circumstances, it is not
impotite to explain that you are not interested and hang up the phone or ask a stranger to leave your premises. If you are
lonely and in need of companionship, don't make the mistake of seeking it from someone whose only real interest is to get
his or her hands on your money.

2. Say "no" to any investment professional or con artists who presses you to make an immediate decision. Before
investing check out the salesperson, firm and the investment opportunity itself Extensive background information on
investment salespeople and firms is available by contacting the Alabama Securities Commission. Almost all inv t
opportunities must be registered for sale in the state in which you live. Your state securities agency can tell you if the
investment opportunity is properly registered. Before you part with your hard-earned savings, get written information
about the investment opportunity, review it carefully, and make sure that you understand all the risks involved.

3. Always stay in charge of your money. A stockbroker, financial planner or telemarketing con artist who wants your
money will be more than happy to assure you that he or she can handle everything, thereby relieving you of the need to
watch over and protect your nest egg. Beware of any financial professional who suggests putting your money into
something you don't understand or who urges that you leave everything in his or her hands. Constant vigilance is a
necessary part of being an investor. If you understand little about the world of investments, take the time to educate
yourself or involve a family member or a professional, such as your banker, before trusting a stranger who wants you to
turn over your money and then sit back and wait for results.

4. Watch out for salespeople who prey on your fears. Con artists know that many Americans worry they will either
outlive their savings or see all of their financial resources vanish overnight as the result of a catastrophic event, such as a
costly hospitalization. Swindlers and abusive salespeople often pitch schemes as an opportunity for you to build up life
savings to the point where such fears are no longer necessary. Remember that fear and greed can cloud your good
judgment and leave you in a much worse financial posture. An investment that is right for you will make sense
because you understand it and feel comfortable with the degree of risk involved.

5. Don't let .err}bfgnasgment or fea: keep you from reporting investment fraud or abuse. People who fail to report that they
have been victimized in financial schemes often hesitate out of fear or embarrassment that they will be will be judged
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incapable of handling their own affairs. Some senior citizens have indicated that they fear that their victimization will be
viewed as grounds for forced institutionalization in a nursing home or other facility. If you think you have been
scammed, the sooner you contact ASC the greater the chance of stopping the fraud: and regaining some of your
lest money.

6. Beware of "reload" scams. Younger victims who are ripped off by swindlers have time to pick themselves up and
restore some or all of their losses through new earnings. Most older victims have a finite amount of money that is unlikely
1o be replenished in the event of fraud. The result is a panic that is well known to con artists, who have developed
schemes to take a "second bite™ out of senior citizens who already have been victimized. Faced with a loss of funds,
some senior citizens will go along with another scheme (allowing themselves to, in effect, be reloaded) in which the con
artists promise to make good on the original funds that where lost... and possibly even generate new returns beyond those
originally promised. When a significant oss occurs contact ASC to check out the person who invested your money
before investing more.

Contact ASC for i mqumes regarding securities bmker»dealers agents, i advisers, in adviser
ves, and fi ial pk e ion status of securities, to report suspected fraud, or obtain
consumer information. Call 1-800-222-1253 Fax: 1-334-242-0240 Email: asc@asc.alabama.gov

Write: Alabama Securities Commission
770 Washington Avenue, Suite 570
Montgomery, Alabama 36130-4700

The internet is a great source of free investment information the ASC website at: www.asc.state.alus

Message from the Director, Joseph P. Borg
Dear Investor,
The Alabama Securities Commission (ASC) regulates the securities industry in Alabama.
ASC is committed to protect investors against securities fraud and provides aggressive

enforcement actions against any firm or individual who has violated the Alabama Securities
Act or other state and federal statues to the detriment of Alabama investors.

The Alabama Securities Act provides for the licensing and regulation of securities broker~dealers agents
investment advisers and investment adviser representatives, and financial planners. ASC regulates the individual
securities through registration. All of the above entities must be registered with the ASC to conduct business in
Alabama unfess subject to a statutory exemption from registration.

ASC promotes financial literacy to all citizens and students in Alabama by providing presentations, free
information and access to curriculum for financial literacy education.

Prepare yourself to make an informed investment decision! Contact the Alabama Securities Commission to
determine if the representative and firm with whom you wish to do business are properly registered in Alabama. Also, the
Cmmission staff can provide free information relating to the disciplinary history {(complaints, civil law suits, ete.),
educational background and work experience of a firm or representative.




rianning for the future, saving
money, and making careful invest-
ments are smart moves. Most
financial professionals are honest
and most investments are legiti-
mate. Some are nof. Dishonest
sales practices and securities fraud
are serious problems. One purpose
of the securities laws {also cafled
“Blue Sky laws”} is to ensure that
investors are given information
concerning all risks before they
make an investment decision,
Many problems and losses can be
avoided by taking time to carefully
review and evaluate possible
investments.

Before You Invest
Set Goals. Whether you invest on
your own or with the help of a
financial professional, understand-
ing your personal financial needs
and setting goals are the first steps
in selecting investments that are
right for you.
Make a list of your financial goais.
Be specific, Estimate dollar
amounts needed for each goal when
possible, Create a time line to chart
the dates by which you hope to
achieve each goal. Write down any
icerns you may bave about
estment risks. Use these criteria
as a guide when you begin
researching different investment
opportunities.

Bet specific goals to
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invest. This will determine the
amount of risk you are able to
asswme. If an investment will affect
your ability to meet your regular
living expenses, it may not be suit-
able for you. If you choose fo
assume more risk, consider how a
loss would affect your budget
should the investment fail to per-
form as expected.

Request

another state. Agency staff can tell
you if there have been disciplinary
actions taken against the sales-
person or company due to a viola-
tion of state and/or federal securi-
ties laws. This is a free service.

‘Advice for Delaware Investors

Investor Alert!

The techniques 1
of mi i

ed below are

T
sales practices. If you experience
any of these, contact the Delaware

ities C issi for more

Call the Delaware Securiti
Division at {302) 577-8935.

After You Invest
Keep Qond Records. Like c_areﬁ.xl

written information  describing
each investment that you are con-
sidering and read it thoroughly.
Pay attention to how your money
will be used, the terms of the con-
tract, fees, and any potential con-
flicts of interest. Avaid investing on
the basis of “inside information” or
rumors of future company actions
that may never take place. If you
have questions or concerns, con-
tact the salesperson and request
that the answers be put in writing.
f you cannot obtain any written
information or notice inconsisten-
cies in the sales pitch, avoid the
investment.

ontract: until” you
p 1id arid agreé fo all
“igfithe terms;

Uo a Background Check. Before
you make your first payment to the

keep your n
target, Be. wary of invest:
nient opportunities
seém too good to be true.

Review Your Budget. Review your

household budget and decide how
much money you can afford to

, good ping is
also an important part of invest-
ing. i will help you stay involved
with and in control of your invest-
ments. Accurate records can doe-
ument “your side of the story” in
the event you ever experience
problems with a salesperson or
investment company.

Take notes. Write down the name
of each investment that you make
and how to contact the salesper-
son or company. Note the dates
and times of communications with
your broker and record any
actions that affect your accountis}.
Aead account statements. Verify
that all transactions were complet-
ed accurately. If you do not recejve
regular statements, contact the
salesperson or company.

Report problems immediately, If
you discover unusual or suspi-
cious activity in your account(s),
contact the salesperson or invest-
ment company in weiting. Use
your notes and records to support
your claim. If the problem per-
sists, notify the Delaware

s € N

4 o or cormpa-
ny, take time to do a
that . check. Contact tbe Delaware

Securities Commissioner to verify
that the salesperson is licensed to
sell securities and that the invest-
went has been registered for sale in
Delawate, even i the offer is from

information before you invest.

™ Unsoiicited offers  from
strangers via the telephone, mail, or
Internet.

W Claims of a “guaranteed” profit
or that an investment is “risk-free”
because it is “insured” by an out-
side company.

W “Gife” “retirement,” or “sup-
port” clubs that require you to make
a cash “contribution” finvestment}

and  recruit new  members
{investors).
B [vestment deals involving

“prime” o “world” banks or over-
seas funding sources.

® A salesperson who relies on
strong emotions or personal beliefs
to gain your trust and influence {or
pressure} your investment deci-
sions.

® A salesperson who borrows
moiiey, from you or loans money to

‘you in order to get in on an invest-

ment.

M| A salesperson who is reluctant
to let you sell out of an investment
or who offers to “make up” any loss-
es with a new investment opportu-
nity.

I you suspect problems with an
investment, notify the Delaware

Tip:. - Keep ‘all of jour
account: é niotes,
and’:: other - thvesinient

recorids in &' fité for future
referende; P

it at (302}
577-8424. You may be able to help
keep others from becoming victims
of fraud.

ground.

Checking Out Your
Investment Professional

Before you choose an investment profes-
sional to manage your life savings, you owe

it to yourself to check his or her back-
The Delaware Division of

brokers, investment advisers, and the firms where
they work. This infarmation includes employment
history, education level, client complaints, discipli-
nary history and regulatory action against the firm

\

Becurities  offers
Delaware investors.

this service to or the investment professional.  If you are a

Our office has  Delaware resident and would like to receive this,
access to national databases which  information free of charge, please call {302} 577-
contain information on securities  §935.
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Prge 2 - December 2004 - Better Years

ADVERTISEMENT

T State of Delaware
A Department of Justice
= k

‘What to Expect at Lunchtime Investment Seminars:
There’s No Such Thing as a Free Lunch

Many seniors receive invitations in the mail to free lunch or dinner seminars sponsored by brokers or financial advisers.
The invirations usually describe the meetings as no-obligation opportunities to learn about new investment services or
products. A lunch or dinner meeting is one way that financial professionals reach out in the community to find new
clients; you are getting your “free” meal in exchange for your time and atrention to the sales pitch. While the vast majority
of people who host these free meetings are honest, hardworking individuals, the Delaware Attomey General's Office wants
you to be awate that, on occasion, improper sales practices do occur during these investment sales pitches. ‘Here are some
tips for savvy seniors who plan to atrend these seminars:

Proper Registration
Find out whether the seminar promoter and products (mutual funds, stocks, and so on) are p ) i irodob

in the State of Delaware. Call the Attorney Gmerals Office - Socunua Unic before you go to the seminar at (302) 577-8935
to get this information. If the seminar p i 1, we can give you their disciplinary history. If they

are not propcrly reg;stcrcd chanccs are (hat you are bctter off. dcalmg wu'h someone else. 'Don't judge a book by its cover.

Fees and Penalties

Tt is important to always. ask about fees, commissions and penalties that could be incurred if you switch to a different invest-
ment professional. Make sute thar the Seminar promoter explains all fees involved in the services or products he or she is ery~
ing to sell. There may be tax consequerices (capital gains) and transactional or surrender fees involved in retaining a new finan-
cial professional. The seminar promoter should be willing to candidly explain all costs, fees, penalties and tax consequences
occasioned by the movement of your account to another firm.

Promises and Pressure

Beware of “100-good-to-be-true” promises. If they sound too good to be true, they ate probably not legitimate, By the same

token, be wary of high pressure sales tactics. If you feel like you are being pressured to makc a decision about your invest—

ments, feel free to say no. If you are told o “buy i diately or the i y of a lifetime will be gone,” you

should be very suspicious. You didn't eatn your nest egg overnight, so you shouldm bc expected 1o make hasty decisions about .
your retirement savings. Always ask questions before you invest, and make sure that you get straight answers..

Financial Maintenance

" Finally, we recommend that you carefully mouitor your finances when dealing with a broker or investment adviser. A good
financial professional should be willing and able to explain why a product or sefvice is (or isn't) suitable for your investment
objectives. For example, you may be advised to sell conservative investment products like certificates of deposit, mutual funds
or bonds to purchase high risk investments. High risk investments may not meet the investment objectives of a sepior on 2

fixed income. Also, you should carefully review all d and ials sent to you by your fnancial adviser, particular-
ly any statements or transaction conﬁrmauon slips. If thcre is an ertor or you dot't undefstand an entry, call your financial
professional right away. By carcfull ing your fi you can ask the crucial questions to ensure that your invest-
ment plan is appropriate for your circ and needs.

While there’s no such thing as a truly “free lunch,” with this advice, you'll be all the wiser the pex | time you dnc:dc to artend
one of these free seminars. Always i investigate before you invest. Asking questi il your ding of
whether new investmenc services and products are right for you,

Ifyou think you have been the victim of financial misconduct or frand, please call the Attorney General’s Office
Securities Unit at {302) 577-8424 (New Castde County) or (800) 220-5424 (Kent and Sussex Counties).
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The Pennsylvania Securities Commission
1010 N. 7th Street
Harrisburg, PA 17102-1410

Fraud Aimed at Older
Americans

Older Americans are the No. 1 target of con artists. The files of the Pennsylvania Securities
Commission and other state securities agencies are filled with tragic examples of seniors who
have been cheated out of savings, windfall insurance payments and even equity in their homes.

DEFENSE TIPS:

To prevent more people from becoming victims, the North American Securities Administrators
Association offers these defense tips:

1.

Don't be a courtesy victim. Older Americans often extend hospitality to phone caliers and
visitors to their homes. Con artists will not hesitate o exploit the good manners of a
potential victim.

You are under no obligation to stay on the phone with a stranger who wants your money.
Itis not impolite to explain that you are not interested and hang up. Save your good
manners for friends and family members not swindlers.

Check out strangers. Too many older Americans make the mistake of trusting strangers
when it comes to their finances. Say "no" to anybody who presses you to make an
immediate decision, giving you no opportunity to check out the salesperson, the firm or
the investment opportunity. Before you part with your hard-earned savings, get written
information about the investment, review it and make sure that you understand all of the
risks.

A favorite tactic of telemarketing con artists is to develop a false bond of friendship.
Swindlers know that many seniors welcome phone calls, even those from strangers. If
you are dealing with a stockbroker or financial planner in person, don't be swayed by
offers of unrelated advice or assistance that are merely efforts to develop a sense of
friendship and dependence. Don't seek companionship from someone whose only reat
interest is to get his hands on your money.

Always stay in charge of your money. Beware of any financial professional who suggests
putting your money into something you don't understand, or who urges you io leave
everything in his hands. Constant vigilance is a necessary part of being an investor.

If you understand little of the investment world, educate yourself or involve a family
member or a professional, such as your banker or lawyer, before trusting a stranger who
wants you to turn over your money.
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10.

41

Never judge a person's integrity by the sound of his voice. Successful con artists sound
professional and can make the flimsiest investment deal appear as safe and sound as
putting money in the bank.

Some swindlers combine their sales pitches with polite manners, knowing that many
seniors equate good manners with integrity. Remember that the sound of a voice
particularly on the phone has no bearing on the soundness of an investment opportunity.

Watch out for salespeople who prey on your fears. Con artists know that many seniors
worry about outliving their savings or losing their financial resources to a catastrophic
event, such as hospitalization. it is common for swindlers and abusive salespeople to
pitch their schemes as ways to build up life savings to the point where fears aren't
necessary.

Fear and greed can cloud your good judgment and leave you in a worse financial
posture. An investment that is right for you will make sense because you understand it
and feel comfortable with the level of risk involved.

Exercise particular caution if you are an older woman with no experience handling
money. Many women who are in their retirement years received little or no education
about handling money when they were young. They often relied on their husbands for
major money decisions. As a result, older women particularly those who received
insurance payments for the death of a husband are prime targets for con artists.

Monitor your investments and ask tough questions. Too many seniors compound the
mistake of trusting unscrupulous salespeople by failing to keep an eye on the progress of
an investment. Insist on regular written and oral reports. Look for signs of excessive or
unauthorized trading of your funds. Don't be swayed by an assurance that such practices
are routine or in your best interests.

Look out for any trouble retrieving principal or cashing out profits. Because unscrupulous
promoters pocket the funds of their victims, they often go to great lengths to explain why
an investor's savings are not readily accessible. In many cases, they pressure the
investor to roll over non-existent profits into new and even more alluring investments,
further delaying the point at which the fraud will be uncovered.

if you are not investing in a vehicle with a fixed term, such as a bond, then you should
receive your funds or profits within a reasonable amount of time.

Don't let embarrassment or fear keep you from reporting investment fraud or abuse.
Older Americans who fail to report that they have been victimized often hesitate out of
embarrassment or fear that they will be judged incapable of handling their own affairs.
Con artists know about such sensitivities and even count on these fears to prevent or
delay the point at which authorities will be notified of a scam.

Most money lost to investment fraud isn't recovered beyond pennies on the dolfar.
However, if you recognize that you have been victimized and speak up promptly, you
might recover some or all of your funds.

Beware of "reload" scams. Most older Americans deal with a finite amount of money that
is uniikely to be replenished in the event of fraud or abuse. Faced with a loss of funds,
some seniors will go along with another scheme a "reload” in which the con artist
promises to make good on the original funds that were lost. Too often, the result is that
unwary seniors lose whatever savings they have left in the wake of the original scam.
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Missouri Secretary of State
Securities Division

600 West Main Street
P.O.Box 1276

Jefferson City, MO 65102
Investor Protection Hotline
1-800-721-7996

A Senior’s Guide to Avoiding Investment
Fraud

Older Americans are the number one target of investment con artists. Additionally,
stockholders and financial planners who engage in abusive practices often seek out the
elderly. The files of the Missouri Securities Division and other state securities agencies
are filled with tragic examples of senior citizens who have been cheated out of savings,
insurance payments, and even the equity in their own homes. Fortunately, such
victimization can be avoided by following ten self-defense tips developed for older
Americans by the Securities Division of the Office of the Missouri Secretary of State and
the North American Securities Administrators Association.

How Older Americans Can Avoid Investment Fraud
and Abuse

1. Don't be a "courtesy victim." Older Americans are of the generation that was
taught to be courteous at all times to phone callers, as well as to people who visit
them at home. Con artists will not hesitate to exploit the good manners of a
potential victim. Remember that a stranger who calls and asks for your money is
to be regarded with the utmost caution. You are under absolutely no obligation to
stay on the telephone with a stranger who wants your money. In these
circumstances, it is not impolite to explain that you are not interested and hang up
the phone. Save your good manners for friends and family members, not
swindlers!

2. Check out strangers touting "strange" deals. Trusting strangers is a mistake
that all too many older Americans make when it comes 1o their personal finances.
Say "no" to any investment professional or con artists who presses you to make an
immediate decision, giving you no opportunity to check out the salesperson, firm
and the investment opportunity itself. Extensive background information on
investment salespeople and firms is available from the Central Registration
Depository (CRD) files available from the Missouri Securities Division's Investor
Protection Hotline 1-800-721-7996. Almost all investment opportunities
promoted to Missouri investors must be registered for sale with the Missouri
Securities Division. The Securities Division can tell you if the investment
opportunity is properly registered. Before you part with your hard-eamed savings,
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get written information about the investment opportunity, review it carefully, and
make sure that you understand all the risks involved.

A favorite tactic of telemarketing con artists is to develop a false bond of
friendship with older Americans. Swindlers know that many senior citizens
welcome phone calls, even those from complete strangers. If you are dealing in
person with a stockbroker or financial planner, do not be swayed by offers of
unrelated advice and assistance that are merely efforts to develop a sense of
friendship and dependence. Don’t make the mistake of seeking companionship
from someone whose only real interest is to get his or her hands on your money.

Always stay in charge of your money. A stockbroker, financial planner or
telemarketing con artist who wants your money will be more than happy to assure
you that he or she can handle everything, thereby relieving you of the need to
watch over and protect your nest egg. Beware of any financial professional who
suggests putting your money into something you don’t understand or who urges
that you leave everything in his or her hands. Constant vigilance is a necessary
part of being an investor. If you understand little about the world of investments,
take the time to educate yourself or involve a family member or a professional,
such as your banker, before trusting a stranger who wants you to turn over your
money and then sit back and wait for results.

. Never judge a person’s integrity by how they sound. All too many older
Americas who get wiped out by con artists later explain that the swindler sounded
like such a nice man or woman. Successful con artists sound extremely
professional and have the ability to make even the flimsiest investment deal sound
as safe and sound as putting money in the bank. Some swindlers combine
professional-sounding sales pitches with extremely polite manners, knowing that
many older Americans are likely to equate good manner with personal integrity.
Remember the sound of a voice, particularly on the phone, has no bearing on the
soundness of an investment opportunity.

Watch out for salespeople who prey on your fears. Con artists know that many
older Americans worry they will either outlive their savings or see all of their
financial resources vanish overnight as the result of a catastrophic event, such as a
costly hospitalization. As a result, it is common for swindlers and abusive
salespeople to pitch the schemes as a way for older Americans to build up their
life savings to the point where such fears are no longer necessary. Remember that
fear and greed can cloud your good judgment and leave you in a much worse
financial posture. An investment that is right for you will make sense because you
understand it and feel comfortable with the degree of risk involved.

Exercise particular caution if you are an older woman with no experience
handling money. Ask a con artist to describe his ideal victim and you are likely
to hear the following two words: "elderly widow." Sadly, many women who are
now in their retirement years often received little or no education in their youth
about how to handle money. Women of this generation often relied on their
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husbands to handle most of all major money decisions. As a result, older women,
particularly those who have received insurance payments in the wake of their
spouse's death, are prime targets for con artists. Elderly women who are on their
own and have little know-how about handling money should always seek the
advice of family members or a disinterested professional before deciding what to
do with their savings. One excellent resource available nationwide is the Women's
Financial Information Program at the American Association of Retired Persons
(AARP). For more information, write: "Women's Financial Information
Program," AARP Consumer Affairs, 601 E Street, NW, Washington, DC 20049.

Monitor your investments and ask tough questions. Too many older
Americans not only trust unscrupulous investment professionals and outright con
artists to make initial financial decisions for them, but compound their error by
failing to keep an eye on the progress of the investment. Insist on regular written
and oral reports. Look for signs of excessive or unauthorized trading of your
funds. Do not be swayed by assurances that such practices are routine or in your
best interests. Do not permit a false sense of friendship or trust keep you from
demanding a routine staternent of your savings. When you suspect that something
is amiss and get unsatisfactory explanations, call your state securities agency and
make a complaint.

. Look for treuble retrieving your principal or cashing out profits. Many older
Americans have little ongoing need for investment funds, while others require
returns that are paid out regularly in order to supplement limited incomes. If a
stockbroker, financial planner or other individual with whom you have invested
stalls you when you want to pull out your principal or profits, you may have
uncovered someone who wants to cheat you. Since unscrupulous investment
promoters pocket the funds of their victims and go to great lengths to explain why
an investor's savings are not readily accessible. In many cases, they will pressure
the investor to "roll over" non-existent "profits" into new and even more alluring
investments, thus further delaying the point at which the fraud will be uncovered.
If you are not investing in a vehicle with a fixed term, such as a bond, you should
be able to receive your funds or profits within a reasonable amount of time.

Den't let embarrassment or fear keep your from reporting investment fraud
or abuse. Older Americans who fail to report that they have been victimized in
financial schemes often hesitate out of embarrassment or the fear that they will be
judged incapable of handling their own affairs. Some senior citizens have
indicated that they fear that their victimization will be viewed as grounds for
forced institutionalization in a nursing home or other facility. Recognize that con
artists know about such sensitivities and, in fact, count on these fears preventing
or delaying the point at which authorities are notified of a scam. While it is true
that most money lost to investment fraud is rarely recovered beyond pennies on
the dollar, there are also many cases in which older Americans who recognize
early on that they have been misled about an investment are then able to recover
some or all of their funds by being a "squeaky wheel." If you feel you have been
defrauded, contact the Securities Division immediately.
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10. Beware of "reload" scams. Younger Americans who are ripped off by swindlers
are fortunate to the extent that they have the opportunity to pick themselves up
and restore some or all of their losses through new earnings. Most older
Americans, however, are dealing with a finite amount of money that is unlikely to
be replenished in the event of fraud and abuse. The result is a panic that is well
known to con artists, who have developed schemes to take a "second bite" out of
senior citizens who already have been victimized. Faced with a loss of funds,
some senior citizens will go along with another scheme (allowing themselves to,
in effect, be reloaded) in which the con artists promise to make good on the
original funds that were lost... and possibly even generate new returns beyond
those originally promised. Though the desire here to make up lost financial
ground is understandable, all too often the result is that unwary senior citizens
lose whatever savings they have left in the wake of the initial scam and possibly
more in the second scam.

Remember, when in doubt, make no promises or commitments, no matter how tentative.
It is far better to wait and lose an opportunity than to take the plunge and lose everything.
When hounded on the phone by an aggressive promoter, do not be afraid to hang up
without explanation. You don't owe the caller anything, no matter how nice the caller
may seem. In fact, this kind of solicitation is an invasion of you privacy, and may be a
violation of federal and state law.



Knowledge is power. The following checklist is designed as g quick reference fo help investors ask the right
questions before making an investment. Once your questions have been answered, contact your state securities
regulator, or other appropricte stote agency, to verify the informotion.

REMEMBER: The time to ask questions is before you invest your hardearned money.
SELLER/AGENT INFORMATION
Today's Date:
Seller/Agent Nome:

Company/Business Name:

Company/Business Address:

What are you offering?:

1. How did you get my name?
2. Is this investment guaranteed? Qyes Ono

3. What licenses} do you hold that authorizes you fo sell this product or service?
LICENSE TYPE LICENSE INFORMATION

Insurance License  license No:
Securities License  CRD No:
& Accountant License CPA No:

- Real Estate License  DRE License No:
Other: Explain

4. 1s this investment registered? O Montana State Auditor’s Office
O Securities & Exchange Commission O Other

. Please send me copies of the company’s financial statements. O yes O no

and-a list-of customers | can call.

. What are the commissions and fees?

[ 1113

fees

- Send me a prospecius or offering material. Oyes Ono

. Your telephone number so | can call you.

9. Will you call my stockbroker/lawyer/banker with the same offer so | can ask
for a second opinion2 Qyes Ono

10. How is my principal being used and will | have access fo it

('\
4 '
access (O yes O no lnveSt\)SLl:Ilart

MO N T AN A

investSmartmt.org ® 1-800-603-6035
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Senator KOHL. Thank you very much, Ms. Struck.
Ms. Walter.

STATEMENT OF ELISSE B. WALTER, EXECUTIVE VICE PRESI-
DENT, REGULATORY POLICY AND OVERSIGHT, NATIONAL
ASSOCIATION OF SECURITIES DEALERS (NASD), WASH-
INGTON, DC

Ms. WALTER. Thank you, Senator Kohl.

Ig}sood morning. I am Elisse Walter, executive vice president of
NASD.

On behalf of NASD, I would like to thank you and the Com-
mittee for holding this hearing and for inviting us to testify today
about our work to protect investors, particularly the elderly. This
is a terribly important subject, and the Committee is to be com-
mended for addressing it.

We have prepared a more detailed and comprehensive written
statement and, with your permission, will submit it for inclusion in
the record.

NASD was founded more than 60 years ago as part of the Gov-
ernment’s response to the market crash of 1929 and the Great De-
pression. The Federal Government designated NASD as the private
sector regulator for the securities industry with the mission of pro-
tecting investors.

Under Federal law, every securities firm doing business with the
public must register with NASD. Our mission includes writing
rules that govern securities firms and their employees, enforcing
those rules, and sanctioning those who fail to comply. On average,
we bring more than 1,000 new disciplinary actions every year, with
sanctions ranging from censures to fines and suspensions to expul-
sion from the industry.

Every year, we bring cases against those who have specifically
targeted the elderly. When we encounter fraud that is outside our
jurisdiction—for example, in cases involving investment advisors—
we refer cases to criminal authorities, the States, and the SEC.

Senator Kohl, as you said in your opening statement, the first
step is education. So, in addition to enforcement, my testimony
today focuses on what we at NASD are doing to educate investors
so they can avoid problems before they occur.

In addition to our investor alerts, which alert the public to cur-
rent schemes, we also reach out to seniors through our investment
forum programs attended by more than 7,500 investors, including
many older citizens. Last year, we opened a new office in Boca
Raton, FL, due to the growth of problematic activity in that area
targeted at retirees.

Our Investor Education Foundation has awarded grants directed
to senior concerns. For example, a grant to WISE Senior Services,
which is working in collaboration with the AARP, to discern the
reasons why the elderly are more frequently victimized by invest-
ment fraud. Among other things, they are exploring the theories of
con artists for what makes an easy target.

This fall, we are starting a multi-million dollar advertising cam-
paign to direct the public to the investor education resources that
we offer. For example, we think, as you have heard today already,
that everyone should know how important it is to do their home-
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Evorﬁi before they invest and before they give their money to a
roker.

NASD’s BrokerCheck Program gives investors easy access to
background information about firms and individual stock brokers.
We encourage investors to use it to learn about the conduct of
those with whom they invest. Investors can access these reports
through our Web site, www.nasd.com, or a toll-free telephone num-
ber, 800-289-9999.

We also encourage seniors and those who care for them to use
the NASD Web site, where we provide a wide range of tools and
resources, including the alerts I mentioned and other publications
directed to individual retail investors.

Awareness, prevention, and education are major deterrents to in-
vestment fraud. Unless seniors are armed with the education nec-
essary to identify and thus avoid attempts at financial exploitation,
they can more easily fall prey to fraud.

So what recourse do seniors have if they have been misled or oth-
erwise treated unfairly? Investors can lodge complaints with
NASD. Investigating these complaints is a big part of our job. You
can submit a complaint through our Web site or by contacting one
of our district office staff by phone or in writing.

We review every customer complaint, and investors can seek to
recover their losses through filing a case in our arbitration forum.
NASD is the largest dispute resolution forum in the securities in-
dustry. It handles 90 percent of the securities arbitrations and me-
diations in the country.

Also, in our routine examinations of broker/dealer firms, NASD
focuses on sales practice issues, including compliance with our re-
quirement that a recommendation of a securities transaction be ap-
propriate for the investor to whom it is made. This is especially im-
portant when it comes to seniors, who have a more limited time ho-
rizon for their investments and who may need access to their
money for long-term care costs.

NASD also conducts sweeps, a series of targeted examinations
which may involve particular products, often those that are dis-
proportionately sold to the elderly. For example, we recently began
a sweep focusing on the suitability of recommendations to ex-
change, withdraw funds, or take other distributions from variable
insurance products in order to fund investments in equity indexed
annuities and the associated supervision of this activity.

Another area where we have focused our attention and resources
is sales seminars, which are often attended by retirees and the el-
derly. These seminars—with titles like “Asset Protection For Sen-
iors,” “Common Sense Retirement Strategies,” “Six Mistakes Retir-
ees Make With Their Finances,” and “Striking It Rich In Retire-
ment”—sometimes entail high-pressure sales tactics under the
guise of a free lunch or dinner.

We have brought a number of enforcement actions relating to
seminars, and we are joining with the SEC and Florida securities
regulators to review these seminars.

The entire financial industry depends on investor confidence.
NASD exists to bring integrity to the markets and to protect inves-
tors. As we have all been reminded this morning, lasting confidence
must be based on good information and sound regulation.
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Thank you so much for this opportunity to testify, and I would
be happy to answer any questions you have.
[The prepared statement of Ms. Walter follows:]
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Introduction

Mr. Chairman and Members of the Committee: NASD is grateful to the
Committee for inviting us to testify about NASD’s work to protect senior investors and
for allowing us to submit this statement for the record.

NASD is committed to protecting investors of all ages through a wide range of
programs. Our work in two areas is especially relevant to today’s hearing topic: our
investor education programs aimed at older investors and the work of our regulatory staff
in combating fraud targeted at seniors.

Most recently, we have joined with the staff of the Securities and Exchange
Commission (SEC) and the Florida Office of Financial Regulation in a new initiative
focused on sales seminars. In this new initiative, we will conduct examinations of firms
to determine whether they are complying with applicable rules in conducting sales
seminars and adequately supervising this activity, including the sales literature used. In
addition, this initiative will have an investor education component to make seniors more
aware that they may be targets of problematic sales seminars and that investment
opportunities may be recommended to them that are highly risky or inappropriate for
them, in light of their age, net worth, overall investment experience, income and
investment objectives

Our testimony today will focus on both NASD’s investor education and its
examination and enforcement roles.

NASD

Founded in 1936, NASD is the world’s pre-eminent private-sector securities
regulator. In 1939, the SEC approved NASD’s registration as a national securities
association under authority granted by the 1938 Maloney Act Amendments to the
Securities Exchange Act of 1934. We regulate every broker-dealer in the United States
that conducts a securities business with the public—about 5,200 securities firms that
operate more than 108,000 branch offices and employ about 664,000 registered
representatives.

NASD rules regulate every aspect of the brokerage business. Our market integrity
and investor protection responsibilities include rule writing, compliance examinations,
enforcement, professional training, licensing and registration, dispute resolution and
investor education. NASD examines broker-dealers for compliance with NASD rules,
Municipal Securities Rulemaking Board (MSRB) rules and the federal securities laws,
and we discipline those who fail to comply. Last year, NASD filed 1,399 new
enforcement actions and barred or suspended 740 individuals from the securities industry.
NASD has a nationwide staff of more than 2,400 with an operating budget of more than
$530 million and is overseen by a Board of Governors, more than half of whom are not in
the securities industry.
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NASD Investor Education

Awareness, prevention and education are major deterrents to investment fraud.
Unless seniors are armed with educational tools necessary to actoally identify and thus
avoid attempts at financial exploitation, they can more easily fall prey to fraud. NASD
educates seniors and other investors about how to invest wisely and avoid investment
fraud through its own investor education program and through the NASD Investor
Education Foundation.

With results of a 2003 survey showing that an overwhelming 97 percent of
investors realize they need to be better informed about investing, NASD has responded
with an expanded array of resources. These include maintaining a prominent investor
portion of our Web site, www.nasd.com, which features investor alerts and other
publications directed to individual, retail investors. NASD also reaches investors directly
through investor forums and other events around the country.

Investor Alerts and Other Publications

NASD has issued a number of investor alerts that warn people about potential
problem products or practices. A number of these alerts focus on products that often are
targeted for sale to seniors. These include alerts on:

* Equity-Indexed Annuities
e Variable Annuities
s “Stretch" IRAs

In one of our alerts on variable annuities, we focused on the marketing efforts used by
some variable annuity sellers to target seniors. For example, as we noted in our alert, one
scare tactic that has been used with seniors is the claim that a variable annuity will protect
them from lawsuits or seizures of their assets. Claims like this one are not based on facts,
but nevertheless help convince older citizens to buy the recommended product.

Other NASD educational publications contain materials of particular interest to
investors who have retired or are contemplating retirement. For example, our 401(k)
Learning Center contains valuable information about withdrawals from that critical
retirement-funding vehicle. Many seniors may find our Bond Learning Center very
helpful since they may typically invest a greater percentage of their assets in fixed
income investments, such as corporate or government bonds. The Bond Center covers all
types of bonds, from savings bonds, to municipals, to treasuries and agency bonds, as
well as information about bond funds, including a risk report card for each bond category.
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NASD BrokerCheck

A critical first step when doing business with an investment professional is
knowing who you are doing business with. NASD’s BrokerCheck Program gives
investors convenient access to information about brokerage firms and individual brokers,
which, like other NASD tools for retail investors, is available free of charge. We
encourage investors to use this valuable resource to learn about the disciplinary history,
professional background, business practices, and conduct of brokerage firms and brokers
with whom they invest. Through the Web at www.nasdbrokercheck.com or a toll free
hotline (1-800-289-9999), investors may obtain employment and registration information
and request a disclosure report. NASD obtains this information from the broker, NASD
member firms, the SEC and state regulators as part of the securities industry’s registration
and licensing process.

Not only is BrokerCheck an essential first step in selecting a broker or firm, but it
also is a resource that individuals should use periodically to keep tabs on their broker or
firm. BrokerCheck tells you the states in which a broker is registered to do business. It
tells you their employment history and whether they have had any disciplinary problems,
such as certain types of criminal actions, enforcement actions by NASD and other
regulators, customer complaints and certain investor-initiated arbitrations

We urge investors to make use of BrokerCheck to learn about their investment
professionals BEFORE they invest. Investors can also contact their state securities
department to obtain information about brokers and to lodge complaints. Each state has a
separate securities department that regulates the securities industry within its boundaries.

Professional Designation Database

The North American Securities Administrators Association recently urged seniors
to carefully check the credentials of individuals holding themselves out as “senior
specialists,” noting that individuals use these designations to create a false sense of
comfort among seniors. NASD’s Professional Designation Database,
http://apps.nasd.com/investor_Information/resources/designations/, is the only tool
available to investors that helps them to sort through the list of professional designations
and to better understand what education and experience requirements are necessary for a
designation. This tool aliows investors to see whether the granting organization mandates
continuing education, offers a public disciplinary process, provides a means to check a
professional's status, and otherwise ensures that a professional designation is more than
just a string of letters.

NASD Investor Education Foundation
The NASD Investor Education Foundation (NASD Foundation or Foundation) is

a natural outgrowth of NASD's long-standing mission to protect investors and uphold the
integrity of the markets. Investors need a better sense of what they are doing and why.
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Through the Foundation, we meet this need by funding innovative research and
educational projects aimed at segments of the investing public who could benefit from
additional resources.

NASD established the NASD Foundation in December 2003 in response to both
the current environment in the markets and a survey conducted by NASD that showed
that investors still have a number of fundamental questions and misunderstandings about
important investment issues. The Foundation awards grants to fund educational programs
and research aimed at segments of the investing public who could benefit from additional
Tesources.

One of the NASD Foundation’s grant making priorities has been to better prepare
older Americans for handling their finances during retirement. In its first two years of
grant making, the Foundation has funded two grants that focus particularly on older
Americans. One of those grants is funding development of an interactive game-based
educational program to provide investor education with an emphasis on retirement
planning, primarily for 45 to 60 year old women. Funding provided by another grant is
being used to conduct a series of focus groups and surveys with victims of investment
fraud and non-victims to learn more about why the elderly are more frequently victimized
by investment fraud. The grantee will use these findings to determine if a fraud
vulnerability profile exists for seniors and, if it does, develop practical marketing
messages to increase investment fraud awareness among seniors. The project is to be
completed in collaboration with AARP. We anticipate that the project will be completed
in May 2006.

Investor Complaints and Dispute Resolution

NASD’s goal is not only to be a source of critical information for individual
investors so that they can make better-informed decisions, but also to take direct action to
protect them. Despite our best efforts to protect investors, however, problems do occur.
What recourse do investors have if they feel that they’ve been treated unfairly or misled?

In addition to contacting the securities firm’s compliance department to discuss a
broker's unfair or improper conduct, an investor may also lodge a complaint directly with
NASD. Investigating complaints from investors is a significant function of NASD, and
we look into all complaints that we receive. Alert investors have helped NASD
successfully discipline many firms and brokers that have violated NASD rules or the
federal securities laws. To report a problem, investors may submit complaints online via
our Web site or send a letter to the NASD Complaint Center.

Although the vast majority of investors will never need to resolve an investment-
related problem, all investors should know that NASD operates a dispute resolution
forum, which handles 90% of securities arbitrations and mediations in the country. To
get more information, or the forms needed to begin such a process, investors may visit
our Web site or contact one of the NASD Dispute Resolution offices. By clicking on the
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Arbitration and Mediation tab at the NASD Web site, investors can access a list of the
Dispute Resolution regional offices and hearing sites.

NASD Regulatory Work to Protect Seniors

As noted above, NASD protects investors by adopting appropriate rules to govern the
conduct of the securities industry; examining securities firms to determine whether they
are complying with those rules, both on a periodic basis and in response to customer
complaints and other red flags; and disciplining firms and brokers who fail to comply--
imposing sanctions ranging from censures to fines, suspensions and expulsion from the
industry. In our routine examinations of broker-dealer firms, NASD focuses on sales
practice issues, including suitability, the requirement that a recommendation of a
securities transaction be appropriate for the particular investor to whom it is made.
Misconduct by firms with respect to the accounts of older investors is identified in
several different ways, including our sales practice reviews, customer grievance reviews
and advertising/sales literature reviews.

Mr. Chairman, NASD is particularly concerned about possible sales practice abuses
in the distribution equity indexed annuities. Equity indexed annuities guarantee the
purchasers a minimum fixed rate of return, but also provide an added opportunity based
upon the performance of a stock market index. The status of these products is unclear
under federal law. Some equity indexed annuities may qualify as securities, in which
case they can be sold only by a broker-dealer subject to NASD oversight. However, most
sales of equity indexed annuities are treated as insurance sales and are not made by
brokers subject to NASD oversight. NASD issued a notice to broker-dealers, urging
them to consider adopting more complete supervisory procedures with respect to these
products regardless of how they are treated. Moreover, NASD and the Minnesota
Department of Commerce have scheduled a roundtable this spring to bring together
insurance and securities regulators, industry representatives, and consumer advocates, to
discuss whether all of us can do more to protect investors in equity indexed annuities and
other annuity products. We hope that the roundtable will represent a significant step
toward more effective supervision and sales practice compliance with respect to
insurance products.

In addition to these policy initiatives, NASD often conducts sweeps, a series of
targeted examinations, involving particular products and the specified products frequently
are investments that are sold to the elderly. For example, we recently commenced a
sweep focusing on the suitability of recommendations to exchange, withdraw funds or
take other distributions from variable insurance products in order to fund investments in
equity indexed annuities and the associated supervision of this activity.

Another area on which we have focused our attention and resources is sales seminars,
which are often attended by retirees and the elderly, These seminars, with titles like
"Asset Protection for Seniors,” “Common Sense Retirement Strategies,” "Six Mistakes
Retirees Make with Their Finances" and "Striking it Rich in Retirement" are of concern
because they may combine high-pressure sales tactics under the guise of a free lunch or
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dinner. These seminars have been run by the broker-dealers we regulate, as well as other
entities we do not regulate, including investment advisers.

Most of the seminars, although not explicitly targeted at seniors, cover topics that
would be of interest primarily to seniors and retirees, including asset protection, estate
planning and taxes. Other topics covered at seminars include “Tax free IRA/401 K
Withdrawals” and “CD Alternatives,” as well as real estate investments. The
advertisements for such seminars sometimes mention a specific product, most commonly
annuities (variable and equity indexed), followed by insurance, REITs (real estate
investment trusts) and mutual funds. As noted earlier, NASD is joining with the SEC and
Florida securities regulators to review these seminars.

Advertising Regulation

Broker-dealers use a variety of communications in presenting seminars. For
example, they may advertise in local newspapers or magazines, or on the radio, and they
may use direct mailings or mass emails. A variety of communications are used in
presenting a seminar, including outlines, scripts, PowerPoint slides and notes, handouts,
workbooks, worksheets and brochures. NASD reviews these communications on a
routine basis and in the course of special investigations and sweeps.

Like any other public communication by a broker-dealer, seminar presentations
must adhere to the content standards of NASD Rule 2210. The rule generally prohibits
false, misleading or exaggerated statements or claims. The rule requires broker-dealer
communications to be balanced and to provide a sound basis for evaluating the facts with
respect to the product or service offered. These standards apply to scripted and
extemporaneous presentations as well as any collateral material provided (for example,
handouts, slides or worksheets).

In addition to the content standards of Rule 2210, sales materials of any kind used
by a broker-dealer in connection with a seminar (including advertisements, invitations,
scripts and outlines) must be approved prior to use and in writing by a registered
principal of that securities firm. This material may also be subject to filing with NASD
depending upon its content. Firms must file any sales materials pertaining to mutual
funds, variable annuities, variable life insurance, unit investment trusts and public direct
participation programs. They must also file certain seminar materials related to
government securities, collateralized mortgage obligations and options.

Enforcement Cases

NASD has commenced enforcement actions involving a wide range of abuses
perpetrated on senior citizens. The abuses typically include making unsuitable
recommendations of variable annuity purchases; inappropriately switching elderly
customers from one variable annuity product to another; recommending speculative
securities and use of margin; facilitating the use of home equity to obtain investment
funds; excessive trading and churning; misrepresentations and omissions; forgery;
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unauthorized transactions in customer accounts; fraud such as Ponzi schemes; customer
harassment; and abuse of the arbitration process.

The sanctions and relief obtained in NASD settlements and decisions have been
wide ranging, including suspensions, restitution for customers, disgorgement of ill-gotten
gains and expulsion of firms and individuals from the securities industry. NASD has also
pursued actions against individuals who have failed to pay arbitration awards obtained by
seniors. Such actions have either resulted in payments to the individual
customers/claimants or suspensions from the industry for those who fail to honor their
claims. A few examples follow.

Harassment/Arbitration Abuse

In one recent case, NASD censured and fined Sigrma Financial Corporation and its
President, Jerome Rydell, $135,000 for making frivolous filings in Michigan state court
to harass and intimidate elderly customers (a husband and wife) who had obtained an
arbitration award against Sigma. Rydell also was subjected to a 10-business-day
suspension in all principal capacities and Sigma agreed to reimburse the elderly couple
the $110,000 in attorney’s fees and costs they incurred over three years defending
themselves against the firm in the Michigan court litigation.

Unsuitable Recommendations

In a case involving unsuitable sales of variable annuities and mutual funds, a
registered representative, John S. Blount, was barred from association with any NASD-
regulated firm and ordered to pay more than $1.5 million in restitution plus interest to 10
customers. In one instance, where the customer was a 62-year-old retiree who wanted to
keep his principal safe and anticipated the need for funds within a few months, Blount
convinced the customer to invest almost all of his liquid assets in a variable annuity
contract with high-risk sub-accounts and a six-year period during which substantial
penalties would be imposed if the customer surrendered the contract. Later, the customer
was forced to borrow against his home to purchase a car and make home repairs.

Fraud/Ponzi Schemes

In July 2001, Patrick Anthony, through his broker-dealer firm Camden Securities,
solicited $80,000 from two elderly investors (ages 79 and 64), purportedly to invest in a
new start-up company. The deal was a fraud; Anthony diverted much of the money to his
failing firm, himself and to family members. NASD charged Anthony with violations of
NASD Rule 2120 and SEC Rule 10b-5. In the settlement, NASD suspended Anthony
from the industry for two years, barred him from serving in a principal capacity with any
NASD-regulated firm, fined him $10,000 and ordered him to pay restitution totaling
$77.400 plus interest to the two customers.

Another fraudulent scheme involved a registered representative named Francisco
Galvan, who recommended that a 59-year-old retired nurse purchase stock of Internet
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Ventures, Inc. (IVI) and Rockwindow Television Network, Inc. (Rockwindow) for
$25,000 and notes issued by IVI and The Diligent Group for $305,000. Not only did the
retired nurse invest all of her liquid assets, but at Galvan’s suggestion, she used her credit
cards to finance $26,250 of the $30,000 she invested with The Diligent Group. Although
she received a 60-day promissory note from the Diligent Group reflecting that she would
be paid $45,000 plus the cost of obtaining the funds from her credit cards, she received
nothing. Apparently, she had intended to use the interest earned to surprise her husband
by paying off the motor home that they owned. Mr. Galvan was barred from the
securities industry as a result.

Misleading Advertising

A case based on misleading advertising involved a registered representative
named Dennis L. Marlowe, who was barred for use of misleading advertisements,
including seminar advertisements. Another case involved a representative named
Cynthia M. Couyoumjian who received a 31-day suspension and a $20,000 fine for
seminar ads and a seminar workbook that, among other problems, promoted equity
indexed annuities using misleading and unbalanced statements and claims.

In addition to these formal actions, NASD has issued numerous Letters of Caution
to firms for use of problematic seminar materials. In addition, NASD has referred five
matters to Florida and California state regulators relating to retiree seminars where
NASD had no jurisdiction.

Conclusion

Thank you for giving us the opportunity to testify on these important topics and
for your important work on this issue. America’s elderly deserve honesty and integrity
from those who sell them financial products. NASD will continue its work to protect all
investors, including seniors. Mr. Chairman, we encourage every investor, and especially
seniors and those who care for them, to look to NASD and for answers, information and
help so that they can make informed investment decisions.
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Senator KoHL. Thank you very much, Ms. Walter.
Now we will hear from Ms. Wyderko.

STATEMENT OF SUSAN FERRIS WYDERKO, ACTING DIRECTOR,
DIVISION OF INVESTMENT MANAGEMENT, U.S. SECURITIES
AND EXCHANGE COMMISSION (SEC), WASHINGTON, DC

Ms. WYDERKO. Senator Kohl, on behalf of the Securities and Ex-
change Commission, thank you for the opportunity to testify today
about our efforts to protect and educate investors, including our
Nation’s senior citizens.

I am the director of the SEC’s Office of Investor Education and
Assistance. My office is the front door of the commission for indi-
vidual investors. Nearly every day, my staff fields telephone calls
and receives letters and e-mails from seniors or from the children
and caregivers of seniors.

The subject of your hearing, financial fraud on the elderly, is one
that our chairman, our commissioners, and I care about deeply.
Some of the cases that we see are heart-breaking. They involve
seniors bilked out of all of their savings at a time of their lives
when they need it most and can’t recover.

In our experience, the two most common challenges senior inves-
tors face involve avoiding outright scams and learning how to fend
off high-pressure sales pitches for legitimate, but arguably unsuit-
able products. These include the “free lunch” seminars that encour-
age seniors to purchase variable annuities and other complex man-
ufactured products with contract riders promising guaranteed
death benefits.

So let me tell you what the SEC is doing to protect seniors in
the enforcement area, in our inspections, and from a consumer edu-
cation perspective. Over the last 2 years alone, our Division of En-
forcement has brought at least 26 enforcement actions aimed spe-
cifically at protecting elderly investors. Many of these actions were
coordinated with State authorities.

One recent case involved a $144 million Ponzi scheme that lured
elderly victims in southern California to workshops with the prom-
ise of free food. The fraudsters then bilked them out of their retire-
ment money by purporting to sell them safe, guaranteed notes.

While it is important to catch wrongdoers and bring them to jus-
tice, it is always better to prevent wrongdoing. So that is why our
examination staff, together with the NASD and the State of Flor-
ida, will soon be conducting a series of examinations of broker/deal-
ers and advisors that lure seniors to attend sales seminars, many
times at fancy hotels and restaurants with the promise of a free
lunch.

Our examiners will be looking at the firms that sponsor these
seminars to see whether the sales seminars are supervised, wheth-
er the sales people are making wild claims of possible returns on
an investment, and whether the risks that are inherent in any in-
vestment are being appropriately disclosed.

Now while enforcement and inspection activities are important to
stopping fraud and misleading sales practices, our best defense
against fraud is an educated investor. The dominant theme of the
SEC’s investor education materials is, “Investigate before you in-
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vest.” We encourage individuals to ask questions and fully under-
stand any investment before purchasing.

We publish clear and concise explanations of some of the most
complex products that are sold to a senior, such as variable annu-
ities and equity indexed annuities. We also counsel investors to
check out the background and credentials of any securities sales-
person or financial professional.

We stress that if a deal sounds too good to be true, it usually is.
We don’t copyright any of our materials. We make them freely
available in both Spanish and English.

Now we know that many seniors and many children and care-
givers of seniors are using the Internet to search for information
on investing. That is why we recently created a page on our Web
site specifically aimed at senior citizens. This page provides links
to critical information on investments commonly marketed to sen-
iors. It also warns against the dangers of listening to the sales
pitches of cold callers.

Senior citizens who want to know more can ask for a copy of our
senior care package, which is a collection of our most popular bro-
chures for seniors.

In closing, I would like to thank this Committee for recognizing
the importance of the commission’s efforts in helping our Nation’s
seniors to rest more easily with their investment decisions. I appre-
ciate your inviting me to speak on behalf of the commission, and
I would be happy to answer any questions you may have.

[The prepared statement of Ms. Wyderko follows:]
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MANAGEMENT
U.S. SECURITIES AND EXCHANGE COMMISSION

CONCERNING ELDERLY INVESTMENT FRAUD

BEFORE THE SPECIAL COMMITTEE ON AGING
UNITED STATES SENATE

March 29, 2006
Chairman Smith, Ranking Member Kohl, and Members of the Committee:
1. Introduction

On behalf of the Securities and Exchange Commission, thank you for the
opportunity to testify today about our efforts to protect and educate investors, including
our nation’s senior citizens.

One of the most important things I want to communicate to you today is that the
subject of your hearing — financial fraud on the elderly ~ is one that our Chairman, our
Commissioners, and I personally all care about deeply. We not only care about it, but we
are rolling up our sleeves and doing our absolute best to protect its victims. Some of the
cases we see—involving seniors bilked out of all their savings at the time of their lives
when they need them most and can not recover—are heartbreaking. Financial frand
erodes the trust on which our entire financial system is premised. Scam artists end up
hurting far more people than they targeted. As Chairman Cox noted just last week, this
issue is daily becoming more pressing for us because the Baby Boom generation will
soon start retiring. No fewer than 75 million Americans are due to turn 60 over the next
20 years, more than 10,000 every day. And these people will have a lot of assets. As
Willie Sutton is famous for saying that he robbed banks “because that’s where the money
is,” our older population has been and will continue to be a tempting target for securities
fraudsters.

So let me tell you what the SEC is doing about this — in the enforcement arena, in
our oversight operations, in our inspections, and from a consumer education perspective —
keeping in mind that our efforts on behalf of the elderly will only grow in the months and
years ahead.
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The SEC’s mission is to protect investors, maintain fair, orderly, and efficient
markets, and facilitate capital formation. We actively seek to detect problems in the
securities markets, prevent and deter violations of the federal securities laws, and alert
investors to possible wrongdoing. When violations occur, the SEC aims to take prompt
action to halt the misconduct, sanction wrongdoers effectively, and, where possible,
return funds to harmed investors.

While our programs aim to foster fair markets for all investors, we have seen that
some securities industry professionals target identifiable groups, such as seniors, for
inappropriate products or opportunities, and that fraud artists frequently prey on the
elderly. We’re taking a three-pronged approach to combat fraud in all its manifestations,
including elderly investment fraud: enforcement, examinations, and education.

I am the Director of the SEC’s Office of Investor Education and Assistance. My
Office is the “front door” to the Commission for individual investors. Every year, my
staff handles tens of thousands of complaints and questions from investors who contact
the SEC. And nearly every day, my staff fields telephone calls and receives letters and
emails from seniors or from the children and care-givers of seniors.

These calls and letters tell sad stories of seniors who succumbed to sales pitches
for products that simply were not appropriate or who did not understand key features of
an investment. Here are a couple of cases that illustrate the kinds of problems involving
the elderly that we see every day. We heard from the grandson of a gentleman — now
deceased — who had struggled for more than 6 years to reverse the purchase of a variable
annuity. The agent who sold the product had emphasized features, including a roll-up
provision, that the investor was not even eligible for because of his age at the time he
signed the contract. Only after the investor’s death was the matter resolved. While most
complaints we receive are not quite so egregious, they never seem to stop. We recently
helped an elderly, disabled gentleman in Florida who had been trying unsuccessfully for
nearly six months to close out his deceased mother’s brokerage account. Time and again,
we see seniors who encounter serious difficulties in effecting what should be routine
securities transactions or otherwise dealing with financial professionals. A major portion
of my office’s efforts is directed at helping those seniors.

My office captures key information about the complaints and questions we
receive in an extensive database. While we typically do not know the ages of those who
contact us, we do record the products, people, firms, and types of behavior involved. We
use that information to inform other divisions at the SEC, so that the agency can better
deploy its investigative and enforcement resources, and better identify the next problem
down the road.

1L Investments and Scams Targeted at the Elderly

In our experience, one of the two most common challenges senior investors face
involves how to fend off high pressure sales pitches for legitimate, but arguably
unsuitable products. These include “free lunch” seminars that encourage seniors to
purchase variable annuities and other complex, manufactured products with contract
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riders promising guaranteed death benefits. We have also heard anecdotes from
conservative investors and seniors who’ve been told that they “can’t lose money”
investing in equity-indexed annuities or who have been led to believe that ultra-short
bond funds are a low-risk alternative to money market funds or insured certificates of
deposit. These assertions are simply not true. Investors can lose money buying an
equity-indexed annuity, especially if the investor needs to cancel the annuity early.
Ultra-short bonds can vary significantly in their risks and rewards.

The second challenge is avoiding outright scams. Fraud comes in many flavors
and fraudsters can turn on a dime when it comes to tailoring their pitches to capitalize on
the latest trends, from hedge fund investing to charity schemes. But most frauds are not
new. Instead, they’re the same old con jobs wrapped up in new packaging. The frauds
targeted at seniors mirror the frauds aimed at broader audiences: “Ponzi” or pyramid
schemes; “promissory notes” sold to retail investors; other questionable debt instruments
that are pitched as providing guaranteed income; and classic “pump and dump” market
manipulations. A Ponzi scheme is a type of illegal pyramid scheme in which money
from new investors is used to pay off earlier investors until the whole scheme collapses.
In a pump and dump scheme, fraudsters drive up the price of a company's stock (typically
a microcap or penny stock) using false and misleading statements and then sell at a peak.
Once the fraudsters quit touting the stock, the price typically plummets, leaving investors
holding worthless or next to worthless securities.

HI. Recent Enforcement Efforts Aimed at Protecting Seniors

Over the past two years alone, the SEC’s Division of Enforcement has brought at
least 26 enforcement actions aimed specifically at protecting elderly investors. Many of
these actions were coordinated with state authorities. In one notable case, SEC v. D.W.
Heath and Associates, the Commission coordinated with the Riverside County District
Attorney’s Office to crack down on a $144.8 million Ponzi scheme that lured elderly
victims in southern California to workshops with the promise of free food. The
fraudsters then bilked them out of their retirement money by purporting to sell them safe,
guaranteed notes.

Earlier this month, in SEC v. Reinhard et al., the Commission obtained an
injunction halting another alleged Ponzi scheme, this time in Allentown, Pennsylvania.
The Commission’s complaint alleges that the defendants raised more than $3.9 million
from at least 50 investors in several states by claiming to sell certificates of deposit that
did not exist. The complaint further alleges that the primary salesman lured investors,
many of whom are elderly, with promises of above-market rates on FDIC-insured CDs
purportedly issued by a non-existent entity called the “Liberty Certificate of Deposit
Trust Fund;” and that the defendants distributed fictitious investment documents and
account statements to attract investors and to ensure they continued to invest in the
scheme.

The SEC’s enforcement staff will continue to aggressively investigate and file
actions against those who prey upon senior citizens. In particular, the SEC will continue
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to bring emergency actions to shut down ongoing offering frauds and thereby prevent
further investor harm and recover assets. These cases often involve frauds that lure
prospective investors with claims of outlandish returns and purportedly risk free
investments. These schemes involve investments of all types — e.g., limited partnerships

~ or other interests in oil and gas, real estate or other ventures, promissory notes, and “fake
certificates of deposit,” to name just a few.

1IV. Examination Initiatives

Our examination program aims to detect fraud and other possible violations of the
federal securities laws; foster compliance with these laws; and inform the Commission
and its staff of compliance issues. The Commission’s Office of Compliance Inspections
and Examinations (OCIE) uses risk-based techniques to focus resources on those
activities that could pose the greatest compliance risk to investors and the integrity of the
markets.

As our Chairman recently announced, OCIE, along with the NASD and the State
of Florida, will soon be conducting a series of examinations of broker-dealers and
advisers that ure seniors to attend sales seminars, sometimes at fancy hotels and
restaurants, with promises of a free lunch. While these sales seminars may be perfectly
fine and may provide a free meal, the fact is that sometimes they are used to pitch
unsuitable products, using high pressure sales tactics. Our examiners will be conducting
examinations of the firms that sponsor these seminars to see whether these sales seminars
are supervised, that salespeople are not making wild claims of possible returns on
investment, and that the risks inherent in any investment are disclosed to prospective
investors. And, more broadly, regulators will also be sharing customer complaints in an
effort to identify firms that may be using inappropriate sales tactics to sell securities to
seniors.

V. The SEC’s Investor Education Program

We passionately believe in the importance of educating all Americans so that they
can optimize their chances to reach their personal savings and investing goals. With
nearly one-third of all U.S. investors between 50 and 64 years of age it is critical that
older Americans get the facts they need to make wise financial decisions and avoid costly
mistakes.

My office’s contacts with investors underscore that, in the context of a sale of a
financial produect, it can often be difficult for investors, especially seniors citizens, to
evaluate the product’s features and real costs, to determine whether the information in
sales literature or disclosure documents is accurate and complete, and to weigh the
product’s risks and rewards. It can be harder still to ascertain what incentives the
salesperson has in the deal and to assess whether the salesperson’s representation of the
product might be clouded by his or her potential financial gain. That’s why at the SEC
we spend a great deal of time creating and disseminating neutral, unbiased information
directed at helping people make wise investment choices and avoid fraud.
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While we cannot tell investors which products to purchase, we can and do arm
them with the information they need to assess various products and investment strategies.
The dominant theme of the SEC's investor education materials is “investigate before you
invest.” We encourage individuals to ask questions and to check out the background and
credentials of any salesperson or financial professional they use. In addition, we give
investors resources for researching companies and tips for avoiding fraud. We do not
copyright any of our materials, and we make them freely available to all, in both Spanish
and English. Our goal is to empower investors, to give them the tools they need to
evaluate their investment options and make informed decisions.

We know that many seniors, and many children and caregivers of seniors, use the
Internet to search for information on investing. That is why we created a page on our
website aimed specifically at senior citizens. This page provides links to critical
information on investments that are commonly marketed to seniors — including variable
annuities, equity-indexed annuities, promissory notes, and certificates of deposit. It also
warns against the dangers of listening to the sales pitches of cold-callers and alerts
seniors to the very real threat of affinity fraud — scams that prey upon members of
identifiable groups, such as religious or ethnic communities, professional groups, or the
elderly. Senior citizens who want to learn more can browse through our “Senior Care
Package,” a collection on our website of our most popular brochures for seniors (which
are also available in hard-copy). Illustrative examples of brochures that we publish that
might be of special interest to seniors include: Cold Calling and Variable Annuities:
What You Should Know.

One of the most successful educational tools that we have found in recent years
has been — if you will — running our own con on gullible investors. Experience has
shown us that some investors troll the Internet to identify the next “big thing,” the next
sure-fire investment winner. We have discovered that these folks, some of whom turn
out to be victims in the enforcement actions we bring, did not visit www.sec.gov to get
the benefit of our prudent, sensible advice before investing in a get-rich-quick scheme.
Knowing all of this, we go to our audience, instead of expecting them to come to us. We
run a series of fake investment scams on the Internet, all designed to illustrate the
warning signs of on-line investment fraud. Each scam boasts a “can't-miss” investment,
offering truly unbelievable returns. If the user clicks to invest, he or she gets a message
from us about the necessity of researching before investing. Our goal is to warn investors
about fraud before they lose their money.

Our most recent foray into the world of Internet fraud is a Katrina-related “fake
scam site” at GrowthVenture.com. Like our other fake scam sites, Growth Venture
purports to be a no-brainer investment. But if you click to invest, you’ll get a stern
warning from us, the FBI, U.S. Postal Inspection Service, and NASD. Our other fake
scam sites cover initial public offerings, hedge funds, mutual funds, and online
newsletters that tout emerging technology and pharmaceutical companies.
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VI. Coordination with Other Parties

Helping our nation’s seniors is not a task that can be undertaken solely by the
federal government. Efforts by multiple parties play an important role in equipping
consumers with needed financial skills. Coordinated actions can efficiently reach seniors
with high-quality, unbiased information. That’s why the SEC works with others to -
leverage our efforts.

- All those with authority should focus enforcement, examination, and investor
education efforts in areas where seniors may be most vulnerable. On the education front,
we and our colleagues at NASD recently have targeted efforts to reach seniors, including
those who are being asked to attend these “free lunch” seminars. We are also reaching
out to state regulators to support their Seniors Against Investment Fraud (SAIF)
programs, starting first in California and Florida. Within the limits of staffing and budget
constraints, we attend investor fairs and speak at gatherings, including those organized by
senior groups. For example, we regularly participate in AARP’s National Event & Expo,
reaching thousands in a targeted forum designed specifically for seniors. Whenever
possible, my staff and staff in the Commission’s field offices also meet with smaller
gatherings of seniors.

SEC regional and district offices will work closely with self-regulatory
organizations as well as federal, state, and local criminal and civil agencies to identify
possible fraudulent offerings that target seniors. As part of our examination initiative, the
SEC will also coordinate with other regulators, including with self-regulatory
organizations and state securities regulators, with respect to examinations of broker-
dealers and advisers. Regional examination planning “summit meetings” will include
sharing information with respect to firms that specialize in recommending securities or
providing advice to seniors. In particular, regulators will share customer complaints and
other information that may indicate that firms are targeting seniors for inappropriate sales
of securities, and will conduct on-site examinations of these firms.

We welcome any suggestions from our fellow panelists today and from the
Committee as to coordination ideas we might employ in the future to enhance senior
protection.

VII. Conclusion

In closing, I would like to thank the Committee members for recognizing the
importance of the Commission’s efforts in helping our nation’s seniors to rest more easily
with their investment decisions. I appreciate your inviting me to speak on behalf of the
Commission, and I would be happy to answer any questions that you may have.
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Senator KOHL. Thank you, Ms. Wyderko.

Ms. Struck, it seems that, in most cases, by the time your office
receives a complaint, the senior’s investment money is long gone.
What type of proactive investigations does your office undertake to
detect potential scams before they go too far?

Ms. STRUCK. Thank you, Senator Kohl, for the opportunity to an-
swer these questions.

We have an exam program that allows our examiners to go into
the offices of securities professionals, and that is why in my testi-
mony I stressed the importance of including certain products, such
as variable annuities, as securities under our State laws.

Because if we don’t have the authority to regulate the people
selling those products, then we don’t have the ability to look at
what is going on in their offices and make sure that the sales prac-
tices that they are engaging in with investors, including seniors,
are fair and appropriate.

In addition, we are engaged in a number of educational efforts.
One of the newest ones that we are excited about, that Wisconsin
has just signed on for, is in conjunction with the AARP, and that
is called the Campaign for Safe and Wise Investing.

What that will do is to take members of our staff, as well as rep-
resentatives of the AARP, into local communities throughout the
State to meet in comfortable surroundings with investors to answer
their questions and help provide education for them, tips on how
to protect themselves when they are dealing with a financial pro-
fessional.

Senator KOHL. How often do senior victims of investment fraud
recover the money that they lost?

Ms. STRUCK. It is very rare, unfortunately, for investors ever to
recover the money lost in an investment scheme. There are occa-
sions where money has been recovered, but most times by the
time—as in the situation that Mrs. Mitchell outlined or the case
that I outlined, Kenneth Hackbarth, the pastor from Wisconsin—
once the money has been spent on a lavish lifestyle of the person
collecting the money, it is too late, and there is nothing left to gain
back for investors.

Senator KOHL. Ms. Walter, disclosure of key information, such as
fees and penalties, is an important way to protect seniors from un-
expected losses. So how can we make it easier for seniors to receive
the information they need to make informed decisions without
overwhelming them with the piles of documents and legalese that
so often——

Ms. WALTER. That is a very important question. The SEC cur-
rently has outstanding a proposal specifically with respect to mu-
tual funds and certain other products, including variable annuities,
to provide point of sale disclosure. That means short, to the point,
plain English disclosure at the time or right before an investor ac-
tlllally makes a decision to invest that outlines those fees and pen-
alties.

NASD put together an industry task force of experts in both se-
curities firms and mutual fund firms and has submitted comments
and a task force report to the SEC strongly supporting that item.
So that we put together a prototype disclosure document that in-
cludes disclosure of fees and expenses, and we also think it is im-
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portant to include short, to the point, plain English disclosure of
the main features of an investment.

I know that proposal is on the SEC’s agenda to move forward
with this year.

Senator KoHL. Ms. Walter, as we have learned today, making
sure an investment is suitable for an investor’s specific situation is
very important. How does NASD enforce the suitability rules it has
in place for its member brokers and dealers?

Ms. WALTER. There are a number of avenues. As you have heard,
the States have an examination program. We have a national ex-
amination program, and it consists of two main parts. First, there
are routine exams where we go in on a periodic basis and examine
the firms, and the length of time between those exams is deter-
mined by the risk that firm presents based on a number of dif-
ferent factors.

In addition, as I mentioned in my oral statement, we investigate
or we review every single customer complaint we receive. So if a
customer has a complaint, they can be assured that someone at
NASD will be looking at that.

We have sweeps, which, in addition to our normal exam program,
target specific areas where we think that there may be a problem,
whether there are specific types of conduct, specific lines of busi-
ness, and specific products.

When we bring enforcement actions, I certainly agree that it is
all too rare that people get their money back. But we have made
it a priority in our enforcement actions where there are specific vic-
tims that have been identified, if there is money, to order restitu-
tion so that when it is still available and hasn’t been absconded
with, investors can perhaps get their money back through that ve-
hicle as well.

Senator KoHL. Thank you.

Ms. Wyderko, just a few days ago, SEC Chairman Cox said that
the agency is stepping up its efforts to protect elderly investors
from fraud. Can you tell us a little bit more about what these ef-
forts are? Aside from looking at sales seminars, what else will
these new efforts focus on?

Ms. WYDERKO. Our efforts are going to be focused on a double-
barreled approach. As Patty Struck said, we also believe that ag-
gressive enforcement, coupled with aggressive investor education,
is the best way to go.

So our inspections folks will be working with other regulators,
the NASD and the State securities regulators, to go look at semi-
nars that are targeted to elderly Americans. I think that is a very
important place to begin. We will also be looking at our enforce-
ment cases and bringing them aggressively where appropriate.

As Mr. Minkow said, we do see cases of affinity fraud, where
fraudsters go into a community and bring together people with a
certain attribute, whether it be a church affiliation or elderly peo-
ple or some other affiliation, and they try and bilk them out of
their savings in that fashion. So, we aggressively go after cases of
Ponzi schemes like that, affinity frauds where we see them.

We are also working with State securities regulators and others
to disseminate investor education materials. This is very important



71

to the extent we can get the word out to elderly Americans that
it is OK to hang up on cold callers.

We need to get out the word to empower Americans to ask how
the securities salesperson is being paid, being compensated for a
transaction. We need to get the word out that it is not embar-
rassing or inappropriate to ask questions about an investment op-
portunity that you don’t understand.

In this way, we can empower Americans to protect themselves,
which is really our best defense against fraud.

Senator KOHL. Mr. Minkow from our first panel stated that in-
vestment scam artists aren’t really concerned about being caught
because they know that regulatory and enforcement agencies are
not focused on them and don’t have the resources that they need
to do their jobs. What are your thoughts on the comments that he
made?

Ms. WYDERKO. I think we do have a lot of resources that we are
bringing to this problem, and I will note for the record that he did
go to prison.

Senator KoHL. That is pretty definitive. [Laughter.]

I would like to ask all three of you what is it about people who
are in their senior years makes them more vulnerable to invest-
ment scam or, in fact, are they more vulnerable? Ms. Struck.

Ms. STRUCK. It does seem that the older people get, the more vul-
nerable they become. While I am not a physician or a psychologist
and I don’t understand why that happens, my friends and I talk
about this all the time.

I ran into a friend who is an insurance regulator a couple of
weeks ago, and we were talking about just this question. She said,
“Patty, I don’t know what it is, but I am just so terrified that it
is going to happen to my mother.”

So while I can’t explain it, it is something on which all regu-
lators, social scientists, journalists, and all reasonable people seem
to agree. It happens as people get older. They just become more
vulnerable.

Senator KOoHL. Hmm. Do you agree with that, Ms. Walter?

Ms. WALTER. I do. Part of the reason is because older investors
have gone through their wealth accumulation phase. So they prob-
ably have more funds available than they had at any other point
in their lives.

We certainly agree that we don’t have all the answers. That is
one of the reasons that we have funded this WISE Seniors Services
grant I mentioned earlier.

They, with AARP, are going to do research to determine that, to
try to determine if there is a specific fraud vulnerability profile, not
only just being older, but who in particular do they target among
the older citizens? So that we can target our educational efforts
and perhaps our regulatory efforts as well to try to keep this from
happening.

Senator KOHL. It is interesting because you think of one of the
profiles of older people is they become a little bit more cautious,
more conservative, more careful. Yet you are suggesting that they
are, Ms. Wyderko, more susceptible?

Ms. WYDERKO. My theory is that our seniors in America grew up
in a different culture. They grew up being taught that it was impo-
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lite to hang up on people. They grew up believing that if someone
said they were your friend, in fact, they were your friend.

I believe that they grew up in a more trusting era of our Nation’s
history, and that as the rules—the culture has moved and the rules
of the game have changed, that fraudsters are taking advantage of
our seniors and their trusting, unwillingness to suspend their dis-
belief.

Senator KOHL. To each of you, we have heard today about the
issue of unregistered and unlicensed individuals selling unregis-
tered securities. So what do you all think is the best way to ad-
dress this problem? Ms. Struck.

Ms. STRUCK. Just to underscore the most important message that
we can deliver is this twofold way of addressing the problem. One
is through aggressive enforcement as the NASD, the SEC, and
State regulators bring to bear against this problem. We need to ag-
gressively enforce our laws.

The other way is through the programs that we have described
today that reach out and actually have an impact on senior inves-
tors.

Senator KoHL. Ms. Walter.

Ms. WALTER. Come back to the basic point that I think we have
all emphasized is that you need to know with whom you are deal-
ing. The very first thing someone needs to do when they have lo-
cated a potential advisor or financial consultant or someone is of-
fering them a deal that may be too good to be true is to check out
that person.

You can do that through NASD, and you can do it through your
State securities regulator. If, in fact, those systems come up
blank—there is no registration, either at the State level or at the
Federal level—that itself is a red flag.

We really, through our educational efforts, have to encourage
people to be very suspicious if they are dealing with someone who
isn’t registered with a regulatory authority.

Senator KOHL. Do you agree with that, Ms. Wyderko?

Ms. WYDERKO. I do. I would add that we all need to redouble our
efforts to get out the fundamental message that if an investment
opportunity sounds too good to be true, it most definitely is too
good to be true.

We all need to work together to share enforcement tips and leads
that we get. I know that we all keep data bases and share com-
plaints from customers, and we need to be aggressive in following
up on those.

Senator KOHL. Well, we thank you all very much for being here
today. Unfortunately, our Chairman, Gordon Smith, is stuck in a
markup this morning, and he won’t have a chance to make it.

Much work remains to be done, and I look forward to working
with you to put an end to seniors losing their hard-earned retire-
ment money to scams. As we have said today, we need to continue
to educate seniors about the traps and the snares that they are fac-
ing. We also plan to work on common sense legislation that will
tighten the rules regarding who is selling securities and how those
securities are being sold.
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In addition, we will be working to ensure that enforcement and
regulatory agencies have the resources and the training they need
to combat investment fraud.

So thank you so much for coming. I think you have added a lot
to the discussion, and we look forward to working with you.

This hearing is closed.

[Whereupon, at 11:06 a.m., the committee was adjourned.]
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Don and Judy Scott
P. O Box 2697
Sequim, Washington 98382
(360) 582-9354

March 18" 2006

Senator Herb Koht

Ranking Member

Special Committee on the Aging
Washington, DC 20510-6400

Dear Senator Kohi and Committee Members;

My name is Don Scoft and | am 79 years old and | live in Sequim, Washington. |
am writing this letter in hopes that you will read it carefully and use my
experiences to help others who may be what | call “eiderly and vuinerable.”

| am a firm believer in things happening for a reason. Although my wife Judy and
| live in Sequim, last January 2005 we were visiting San Diego, California. While
watching the moming news on the local KUSI affiliate, | saw an interview with
Barry Minkow. He was talking about his recently released book, his past life as a
criminal and his current life working under cover for law enforcement identifying
financial crimes in progress. And that's when | first heard Barry mention a
factoring fraud that he had uncevered totaling over 55 million dollars called MX
Factors.

You see, my wife and | had recently invested $210,000 in a company called Par
Three Financial. This company offered returns of 30% a year and claimed to be
factoring receivables for check cashing companies. Since a banker friend of
mine recommended me to the deal, | initially had no fears that the company was
a solid investment. That is until | saw Barry in this interview.

Since this meney was most of our life savings and since there was no possible
way | could ever earn it again at my age, ! visited Barry’s church in San Diego.
After a service | introduced myself to him and explained my investment in Par
Three Financial. | alsc gave him all the paper work and the company web site.
Barry promised that he would check it out and then he said something that I will
never forget. He told me that no matter what, he wouid get my money back, |
felt comforted and my wife and | decided to trust Barry with what amounted to our
life savings.
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Within 48 hours Barry called me and explained that after thoroughly reviewing
the materials he believed that Par Three Financial was perpetrating a large fraud.
He told me to do two things. First, he asked that | introduce him to Par Three
Financial as a potential investor which | did immediately. Then he told me |
would need to cooperate with three people from law enforcement—Peter
Deigreco at the SEC in Los Angeles; Peter Norell from the FBI office in Santa
Ana and Karen Patterson from the California Department of Corporations. He
assured me that these people could be trusted and needed to know the truth
about my investment in Par Three Financial.

Meanwhile, Par Three Financial was actively soliciting new investment capital
from people across the country through adds in newspapers and their web site.
The company even offered current investors a commission for bringing in new
investors.

Then, in only a matter of days, Barry submitted to me a detailed 32 page report
addressed to law enforcement that he had written which | am including as an
addendum to this letter. The report proved to me beyond any doubt that Par
Three Financial was a financial crime in progress. Barry went so far as to hire
an oulside expert in the banking industry who stated that Par Three's business
model was untenable. Barry asked me to not yet share the report with anyone
and to continue to cooperate with law enforcement. He then said that | should
create a reason to ask Par Three for my money back. He also reassured me and
fold me not to worry about my investment. “You will get your money back. Don. |
promise.” Barry would always say.

Simultaneously Barry was promising the people at Par Three that he would
invest his money once | received my money back. Aithough it took several weeks
and many phone calls, the company returned my $200,000. | couldn't believe it

The other $10,000 1 invested through my IRA and | was told it would “take longer
to process the paper work.” As soon as | got my $200,000 back, the Associated
Press printed a story based on Barry’s report questioning the Par Three Financial
business model. Within weeks after that article, the company was shut down by
the SEC and the FBI and the California Department of Corporations. It was then
| discovered that there were investors all over the country and millions of doliars
had been raised.

As it turns out, the person behind perpetrating the Par Three fraud was a
convicted felon. What an irony. A convicted felon stole my money and a
convicted felon got it back for me. If this didn’'t happen to me, | wouldn't have
believed it.

Today my wife and | work with the court appointed receiver in Florida to recover
our final $10,000. However, that we were abie to recover our $200,000 literally
saved our financial lives. Which brings me to my iast point.
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Barry Minkow never charged me. He never asked me for any money. Even
when | offered him money he did not accept it. And although to this day | don't
know ail the details as it relates to the question of *how,” he promised me | would
receive my money back--and | did. But other stories do not share such a happy
ending. | applaud you Senator Kohi and the entire committee for asking the right
question: how do we protect seniors?

My advice is three fold. First, we have obvious vuinerability. We do not want to
out live our savings and will therefore be forever vulnerable to these types of
investment scams. So we invest out of fear and fear can cloud good judgment.
Second, that law enforcement would follow the lead of Peter Delgreco, Peter
Norell and Karen Patterson and be more proactive in identifying, infiitrating and
shutting down these schemes proactively.

Finally, piease never underestimate the shame and embarrassment factor. We
who have fallen for a scam may hide it from our kids out of shear
embarrassment. | know | had those feelings. | did not want to believe | had
placed almost my entire life savings in a fraud. Disclosure is a real issue for
those of us who fear how we may be perceived by our children.

| hope and pray that my experiences can help prevent the elderly from being
victimized, | truly mean that. If | can answer any further questions, please do not
hesitate to call me at (360) 582-39354. | am not in good health so | cannot travel
anymore, but am available by phone. As for Barry Minkow, what he did for me
will not make the front page of any newspaper. Funny isn't it? Had he
perpetrated this Par Three fraud the whole world would have known about it but
since he yncovered it and got an old man from Sequim, Washington his money
back and proved that peopie can change—well, | guess that's not much of a
stary. Fhank you Senator Kohl and the others on the panel for making it one.

Respectfully Submitted
- -*-\'

o T
I ey et

Don Scott
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March 21, 2008

Chairman Smith and Senator Koht
US Senate Special Committee on the Aging

Dear Chairman Smith and Senator Kohl and Committee members;

i hope this letter finds you well. | have never written to the US Senate so
forgive me in advance for any procedural errors. | want to briefly teli my
story because | think it will have an impact on the work this committee is
trying to accomplish. | want to warn you in advance that what | am about
to write to you is simply impossible to believe. | think you need to know
that in advance. However, | can corroborate everything within this letter
and simply ask that you read it with an open mind. Again. | believe it will
be worth your time.

My name is Josh Kriteman and { own a company called Synergy
Consulting in Los Angeles. My wife and | often diversify our investment
portfolio by investing in certain seemingly profitable business
opportunities. in March of 2005 one such opportunity that we invested in
was a company called Rainmaker Real Estate Partners-- which had
offices in New York and Los Angeles.

The company was run by an attorney named Alireza Dilmaghani and
essentially scught investment capital to build assisted living homes for
the elderly. The company promised investors a 25% annual return
through their web site and adds placed in newspapers in Los Angeles and
New York. They would use the investment capital to build and manage
assisted living facilities in New York and Los Angeles. Although | am only
35 years old, my parents are 76 (father) and 68 {mother). | saw this as an
opportunity to make money and to help the elderly find housing.

Rainmaker Real Estate Partners was also seeking money directly from
elderly people in need of assisted living. in exchange for the equity in
the home that they were currently living in, the perspective elderly
investor could secure. for $250,000, a living space in a newly constructed
Rainmaker Real Estate development. Thus. this business opportunity
materially impacted the elderly

My wife and | ultimately invested $110,000 into the Rainmaker investrment
opportunity.  However, in May of 2005 we became suspicious after
watching a 60 Minutes episode where Steve Kroft was interviewing one
time felon Barry Minkow. | immediately contacted Mr. Minkow and told
him about the Rainmaker deal. He asked for the web site and the various
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email communications between the company and myself along with all
other relevant materials.

In a matter of days Mr. Minkow called me and told me to withdraw my
$110,000 principle investment. In that short amount of time between
when | first contacted Mr. Minkow and when he called me back he had
written a 40 page report documenting various inconsistencies in the
Rainmaker business model including pictures of facilities the company
supposedly owned and was running in Long island that did not appear to
exist.

He also had hired an expert in the assisted care facility business who
proved that Rainmaker had none of the necessary licenses in California
or New York to operate an assisted living facility. The report then went on
to prove that although Mr. Dilmaghani was a lawyer, he was apparently
not aware of the securities laws as he was clearly offering an
unregistered security via the internet to the general public.

Simultaneously, Mr. Minkow also contacted the FB! in Long Island and
the SEC in Los Angeles and informed them of the scheme and the
evidence he had secured. Based on his report, my wife and | asked and
later received our full investment back. It was not long after that when the
FBI and the SEC raided the New York and Los Angeles facilities of the
Rainmaker operation.

After the company was raided, the lawyer. Mr. Alireza Dilmaghani who
owned Rainmaker told the New York Post that the SEC and the FBI were
trusting the word of a convicted felon to interrupt his legitimate business
operation and that he was going to sue Mr. Minkow for his actions. Then
his associates on the west coast who brought me into the investment
made similar threats to me and my wife.

However within days of making those threats, Mr. Diimaghani signed a
TRO admitting he was offering an unregistered security and misleading
investors through misrepresentation. His partner has fled the country and
is still being sought by law enforcement. Rainmaker is no more but
thanks to the proactive work of Mr. Minkow, cash was frozen in their
accounts and is in the process of being returned to investors. People will
lose some of their principle, but it will not be the entire investment. And
most importantly of all, the elderly have been taken out of harms
way.

And if the above is not believable enough for you. wait until you hear this.
{ had made another investment in a real estate deal and was having
trouble collecting my original investment. | ran it by Barry Minkow and
tald him the person | had invested with was Edward Showalter. There
was a long pause on the phone before Barry asked for the materials and
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iately sent me by email a Wall Street Journal article written |
e and dated August 2003.

ory talked about how Barry uncovered the case of Ed She
guy) who was then trying to raise millions of dollars -
itional cement company. Barry once again contacted the Fi
.C and helped me and other investors piece together the 20
real estate fraud Mr. Showalter was perpetrating. The SE(
wowalter down in November of 2005 and he is currently i
ations with the US Attorney’s office for criminal charges.

1 Mr. Minkow many times how much he charges for his “uncc
id” services. The standard answer | received was: "Don't
it.” To this date he has never asked me for a dime for what
y, my wife and his services. He explained that his trainin
ng engagements that he does regularly fund his undercove
1e kind of “restitution” for his past.

rre you have it--a story that if it did not happen to me, | wot
elieved it. But it did happen. And there is one thing | know.
called Barry Minkow | would have never predicted that he
a matter of weeks, uncover two frauds and save me and
investors hundreds of thousands of dollars. What did he
? He got threatened by the perpetrator.

ot know if all prison conversion stories turn out like Mr. Min
san only hope for the sake of the investing public that th
1an Smith and Senator Kohl and members of the committee.
ik you for taking the time and reading this letter.

ctiully, o

Jsitem
1y Consulting, LLC
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March 20. 2006

Dear Senator Kohl, Mr. Chairman and other members of the commitiee:

It is a real honor to be able to appear before this committee. 1t is not everyday that we
convicted felons get a chance like this so 1 hope 1 do not waste this opportunity. 1do not
think you need someone like me to give the committee a whole lot of statistics on
financial fraud and its impact on the elderly. There are those that are far better equipped
and educated to provide that kind of data. 1 would rather focus on what I can uniquely
bring to the discussion based on my past and current experiences in fraud perpetration
(much to my shame) and now in fraud detection. So I will open with a few facts about
fraud.

Facts about Fraud

First, let me define what I mean by the term “fraud.” In the world of fraud perpetration it
is not a legal definition but a pragmatic one. Fraud is the skin of the truth stutfed with a
lie. This is why it is hard for the elderly and other investors to identify it. By this
definition I mean that in my fraud, we really did have 23 locations, lots of carpet cleaning
trucks and equipment and 1.400 employees. And if you called any of those offices we
would be there to clean carpets and furniture 50 on the surface “skin™ we looked good.
However, the “stuffed with a lie” part of the ZZZZ Best fraud was the restoration jobs
that we claimed to be completing which accounted for 86% of our revenues. Those
restoration jobs never existed. Successful education to the elderly in the area of financial
frand prevention must equip people to peal away the mask (skin) and look underneath
(the stuffed with a lie component).

Second, let me explain why we who perpetrate fraud actually perpetrate fraud. Forgive
the simplicity of this answer but we perpetrate fraud because we do not think we are
perpetrating fraud. Sure it is jllegal to lie about earnings. hide debt and promise returns
that are extraordinary but if you just knew our story and that we have a big deal coming
that will provide enough revenues to “cure™ our indebtedness. then you would realize that
fraud is not an end in itselt but merely a means 10 an end. A "means™ we willingly
justify.

Whether you look at my case where 1 tried 1o survive fong enough until my personal
ZZZZ Best stock became free trading so | could sell a million shares at 18 dolars a share.
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and with the proceeds pay off the mafia, pay off the Ponzi scheme and go legitimate or
the case of Martin L. Grass from Rite Aid who “got dirty with the books™ because he was
opening 3,000 new stores and ran into computer integration problems and knew the stores
would eventually make money so he lied to the auditors “temporarily” until those stores
became profitable, we who perpetrate fraud convince ourselves that we really are not
crooks. That way we can sleep at night knowing our condition of deceit is only
teraporary.

In the case of James Lewis of Financial Advisory Consultants which ended up being the
largest and longest running Ponzi scheme in American business history (almost 20 years)
he lost 20 million of investor money in high risk foreign currency trades hoping to “hit it
big” and pay everyone back or cure his liabilities. The same was true in the case of Nick
Leeson while he was trading at Barings PLC in England. A 223-year-old bank lost a
billion dollars and went under all because Mr. Lesson continued to hide trading losses
hoping to recoup those losses with even riskier trades.! My point is that we rationalize
our criminal behavior to appease our conscious through the mental vehicle of “the cure.”

Fact number three, we usually start out with the best of intentions. Of course this does
not justify our actions but I did not open a carpet cleaning company in my parent’s garage
when I was 16 years old to end up committing a 26 million dollar securities fraud by the
time [ was 21. Admittedly the FBI may disagree with me on this issue as it has come up
before in my training sessions (they believe certain people start out from the beginning to
perpetrate fraud) and I concede that this may be true but for the majority of frauds that |
have been involved in uncovering and from the people 1 spoke with in prison during my
87 month incarceration, most appear to have started out with the best of intentions and
then when economic pressure hit to survive they began a life of deceit. In my case, 1
initially really wanted to do what was right, but was sadly prepared to do what was wrong
1o survive.

I call it the “right equals forward motion™ ethic. “Right” being defined as achievement at
any cost and “wrong” being defined as any auditor, board member or person performing
due diligence on me who gets in the way of my achieving. Sadly it would appear that the
“right equals forward motion™ is the ethic appealed to by every college person who cheats
their way through school because they have become convinced that society judges them
based on achievement (the degree) not how they earned that degree (perhaps cheating
along the way). This “right equals forward motion™ ethic was the one 1 implemented at
J4L7 Best,

1 think the movie Rouge Trader did a good job of capturing this fact in the Nick Leeson story.
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What Perpetrators of Fraud Fear the Most

Now let me transition to what perpetrators of frand fear the most. Three things come ©
mind. First, we fear the unknown variable. The “unknown variable” is that thing that we
canmot control or anticipate that ends up exposing our illegal activities. The unknown
variable ranges from a falling out among thieves where one turns on another or a sudden,
unexpected drop in sales or the one that brought down the ZZZZ Best fraud—
investigative reporting. No perpetrator of fraud wants to be the target of a reporter who is
investigating their business dealings. At ZZZZ Best it was a diligent writer from the Los
Angeles Times that found out about my past fraudulent credit card billings and wrote an
article that prompted further investigation of my operations. Another recent example
would be the case of Congressman Randy “Duke™ Cunningham whose house sale and
subsequent questionable activities were first reported by the San Diego Union Tribune,
which led to further investigation. The media is a powerful, proactive tool that can help
protect the elderly from fraud because those who perpetrate fraud fear that if undue
atiention is brought to their activities, someone may uncover what “we” are trying to hide
that could unravel our fraudulent activities.

There is one very recent example of the proactive power of investigative reporting in
uncovering fraud. In February of 2006, Mark Maremont, a reporter from the Wall Street
Journal decided 1o run a story on the Internet “autosurf” industry. 1 first contacted Mr.
Maremont in January of 2006 and told him about this industry and a certain company we
were gathering information about for the FBL, which was also turned over to the SEC in
Los Awngeles. 1 subsequently forwarded a copy of our completed report on January 31,
2006."

It did not take long for Mr. Maremont to establish that the one company that we were
investigating had 300.000 participants and had raised over 50 million dollars. Mr.
Maremont wrote his initial article on February 13, 2006 and within two weeks Peter
Delgreco at the SEC in Los Angeles shut down this company. froze some 50 million
dollars in cash for victim recovery and then issued a formal warning on the autosurf
industry to protect the public in the future.

My point is that we who perpetrate fraud do not want to be the farget of investigative
reporting, However and sadly. fewer and fewer reporters have time to do investigative
reporting.  Things have changed since the ZZZZ Best days. It would appear that today
cditors of major newspapers and magazines are far more interested in simply reporting
what has already happened as opposed to uncovering ongoing fraud. However, there are

* Before too much credit is given to me for this case, it should be stated that many people were skeptical
about this industry before our involvement.



86

(g@@@{@% F RAUD D ISCOVERY info@frauddiscovery.net

INSTITUTE

Phone & Fax:
1-888-300-8307

some that still do investigative reporting and they are worth noting for the record because
they have track records of saving the elderly and other investors millions of dollars.

Don Thompson at the Associated Press in Sacramento has done almost seven of our cases
before there was law enforcement action. Scott Reckard at the L4 Times still does this
type of reporting as does Mark Maremont and Jeff Opdyke at the Wall Street Journal.
And there are others. 1 realize that it is impossible to legislate the media to do this kind
of reporting. However, I cannot ignore how important it is to encourage editors around
the country that there is value in allocating resources to investigative reporting on the
various scams that target the elderly and others.

The second thing perpetrators fear is critical thinking. We want people to make
investment decisions into our “deals” subjectively rather than objectively. Three
examples of the subjective approach are: (1) a close friend or relative has been receiving
large returns monthly for extended periods of time therefore this investment must be
legitimate or (2) the prospective investor has little to no knowledge of the industry they
are contemplating an investment in and therefore do not possess the knowledge to ask the
right critical, objective questions about the business model. This leaves them at the
mercy of the warrants and representations of the promoter and finally (3) the blind and
unsubstantiated acceptance of excessive returns because the perpetrator has successfully
compared his or her potential returns with the current, underachieving returns of the
victim.

My experience as a perpetrator and in the 15 or so cases of fraud we have worked
proactively with law enforcement to uncover has taught me the importance of the
objective approach to investment using what 1 call the “normally and regularly test.”
That means instead of basing a decision to invest based on my friend’s experiences no
matier how positive they may be, investors need to ask the following question:
“Normally and regularly do people in the carpet cleaning industry generate 40% gross
profit margins in the restoration business?” Or, “Normally and regularly do people in the
factoring business have the profit margins available in that industry to pay investors 30%
a year as a cost of capital?” The point is that when investors approach an opportunity.
decisions to invest must be made objectively while applying critical thinking. And we
who perpetrate fraud cannot stand people who apply critical thinking to our deals and
often revert back to tactics like: “Well, I've got a lot of happy investors so vour loss.”

The issue is not happy investors. | had happy investors at ZZZ7 Best. Most Ponzi
schemes and fraudulent deals can point to happy investors. The issue is: does the
business model hold up to the objective scrutiny applying critical thinking. Despite this
being obvious in every fraud we have uncovered, investors have threatened me with
lawsuits. called me an “ex-con who did not know business™ or “jealous because T wasn't
able to run a profitable company.™ Fortunately in just about every one of our cases the
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perpetrators eventually admitted guilt.  The point? People hold onto the subjective
method of investment methodology until the very end. despite what the objective
evidence may reveal, which leads to the lack of independent proof of profitability.”

Investors subjectively accept the word of the promoter as it relates to his or her ability to
generate huge returns without those returns being corroborated by any independent
source. This was clearly prevalent in the Derek Turner Turning International fraud (he
was recently sentenced to 20 years in federal prison). Mr. Turmer claimed to be
generating 38% annual returns trading stocks and options each year for nine straight
years. The only problem was that he refused to provide investors with trading records to
corroborate his trading success. He also did not offer investors any audited financial
statements. However, that did not stop Mr. Turner from raising between 60 and 80
million dollars worldwide because people used the subjective method of evaluating his
corpany. And yes, Mr. Turner had elderly victims including one man from New York
who lost $1.000,000 in Turning International.*

The third thing perpetrators fear is accountability. Consider the following points of
similarity in the following cases: MX Factors, LLC run by Richard Harkless; Financial
Solutions run by Chris Hashimoto; Financial Advisory Consultants run by James Lewis:
Chicago Development and Planning run by Pat Morgen: Turning International run by
Derek Turner; Par Three Financial; Rainmaker Real Estate run by Alireza Dilmaghani;
and Ware Enterprises run by Warren Ware—all of these muliti-million dollar companies
had no audited financial statements, were largely ‘one man shows™ and had no system of
internal controls which would discourage illegal activities, Now of course the presence
of audited financial statemients does not necessarily prove financial accuracy (Enron,
WorldCom, etc.) but the absence of audited financial statements in companies that lack
independent proof of profitability is clearly a red flag for fraud. In the above mentioned
cases the standard answer that was given when the perpetrator was asked for audited
financial statements was. “We are a private company and are therefore not required to
provide financial statements.”

Again, the points of similarity are (1) unsubstantiated returns (no independent proof of
profitability), (2) organizations dominated by a single person who was accountable o no

" In the case of the elderly, the promoter will often befriend and charm the individual and provide the
atiention that is perhaps lacking in their life hoping that the subjective refationship will blind the eiderly
investor of the truth about the investment.

* 1t should be noted that in the case of Derek Tumer, Special Agent Matt Galioto from the Long island
office of the FBI did an incredible job getting this company shut down in an 18-month jave tion. The
chalfenge in this case was Mr. Turner set up shop in the Bahamas but regularly solicited American
investment capital. Matt Galioto and | traveled to the Bahamas using me as an undercover potential
investor to secure the evidence needed to shut down this operation. Mr. Galioto was also the lead agent in
the Rainmaker Real Estate fraud.
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one and (3) the promoter’s reliance on potential investors subjectively analyzing their
business models as opposed to applying critical and objective thinking.

The Latest Twists Perpetrators are Using Against the Elderly

The three things T fear the most as it relates 1o the elderly and investment fraud are (1)
what [ call the new emphasis on attracting retirement money or qualified money by
perpetrators from investors and (2) the rush offshore to stay out of the reach and
jurisdiction of law enforcement and (3) the huge increase in unregistered securities fraud.

Those of us who perpetrate frand must continue to raise money to keep the scheme going.
it is for this reason that most Ponzi schemes or investment frauds collapse from the sheer
weight of paying those high returns. However. the new trend that | have seen which is an
attempt by perpetrators to overcome this obstacle is is the latest emphasis on attracting
qualified retirement money from the elderly or from the general public. Why? In the
ZZZZ Best fraud. I had to pay out high returns monthly and sometimes weekly which is a
cash flow drain and always forced me to raise new investor money to pay off old investor
debt.

However by convincing investors to use their retirement accounts to invest in these
“deals,” the perpetrator only needs to come up with monthly statements showing certain
achieved returns rather than the actual cash because normally people cannot withdraw
cash from retirement accounts before age 57 1/2 without a severe penalty. In the case of
the elderly, they are told that without investing their retirement funds in “this deal” they
may “outlive their retirement.™ Moreover. by accepting retirement money perpetrators
impute credibility to their investment opportunity because there is an implied credibility
associated with being an “IRS approved retirement investment.” The implication is that
before a company can accept retirement money from investors the IRS “checks them
out.” However. the reality is the IRS does not perform any due diligence on the
authenticity of an investment opportunity and as long as there is an authorized custodian
of transfer the legal burden for accepting qualified money has been mel.

" 1t should be stated thar with the extra time provided the perpetrator through retirement money the
perpeleator has more time to figure out the “cure” or create u vehicle to carn cnough money to pay off’
investors {please see “why we who perpetrate fraud perpetrate fraud”).
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Several of the cases we have worked on have had this acceptance of qualified money
component. Financial Advisory Consultants, Triple Crown Enterprises and Par Three
Financial just to name a few... and the trend appears to be increasing. The reason is
because it solves many of the perpetrators’ problems in that it imputes credibility to the
investment and lessons the pressure to meet monthly or annual payment of investor
returns.

My second fear is the move offshore with many investment opportunities. As has been
stated earlier, Derek Turner intentionally used the Bahamas as his base of operation and
yet focused much of his attention on American investors. Much of the “autosurf”
industry has their operations in Belize or the Cayman Islands. Bogus tax shelters that
target the elderly and young alike are often offshore. The appeal to the perpetrator is
obvious: reach people in the US through the anonymity of the Internet or other means
like ads in newspapers and magazines as well as word of mouth and avoid the scrutiny
and accountability of US registration requirements. It is critical that law enforcement
continues to send a message to these types of perpetrators like the one sent by the FBI in
the Turning International case. Even those who perpetrate fraud offshore need to be on
notice that they can and will be prosecuted.

Thirdly, it would appear that investment fraud costs the American public about 40 biliion
annually® and much of that figure comes from a certain type of fraud—specifically
unregistered securities fraud. In short, the elderly and the average American investor do
not know the definition of a security and because of that are not able to recognize an
unregistered security. Simply put, a security is not a stock or bond like most assume. An
investment is a security whenever | {the promoter) take someone’s money, promise thern
certain returns and invest that money in widgets, carpets or foreign currency trading—it
does not matter.

What the elderly and others need to know is that a security does not have to be a stock or
bond in order to have the licensing requirements that require said offerings to be sold
only by licensed broker dealers and to have those offerings registered or blue skied in
each state they are sold in. Out of the 15 cases we have been involved in uncovering with
law enforcement, almost every onc of them was deemed an unregistered security being
offered by unlicensed broker dealers. Raising awareness in this one area about what
constitutes a security under the definition of the law may go a long way in protecting the
elderly. Why? Because where there is an unregistered security. there is most likely fraud

“ Please sec emait from Bernie Bicoy ta me. Mr, Bicoy is the founder of the Venture Research fnstitute in
Orange County, Califoraia and is a recognized expert in the field of investment fraud. Frankly he is a lov
more educated about fraud than Tam and 1 vespect bis views greatly. His email to me also includes some
additional helpful insight regarding fraud against the clderly and how they are perceived as easy targets.
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and misrepresentation. But as of right now, | am afraid that few investors, especially the
elderly, can identify an unregistered security.

My Recommendations

The best way to stop fraud is to talk people out of ever perpetrating it in the first place.
This may sound naive, but I am convinced that the two most important things to detour
fraud-—especially against the elderly—are to increase the perception of detection and the
perception of prosecution. In my opinion the best-equipped agency to criminally
investigate white-collar crime on a national level is the FBL. No other organization is
even close. And [ can speak from first hand experience about their ability to piece
together sophisticated white-collar crime.

However, since the tragedy of 9-11-2001, a large part of the FBI resources have rightfully
been committed to terrorism. My fear is that one of the reasons why financial crimes
appear to have increased in the US over the past few vears can be attributed to the fact
that perpetrators think the FBI is too preoccupied with terrorism to devote the resources
necessary to catch them. And when the perception of detection is low, perpetration
increases. If | am convinced that there is a high likelihood that I can get away with a
financial fraud I may be more inclined to perpetrate one.

The Senate and the Congress know this all too well because if Sarbanes-Oxley did
anything it increased the perception of detection for CEQs and CFOs who may have had
the inclination to cook the books in a public company before this law was passed. But
what about the other 40 billion a year in investment fraud that is not under the jurisdiction
of Sarbanes-Oxley? My recommendation would be to increase the FBI’s budget so that
they would be able to allocate more resources (agents) to white-collar crime. Besides. as
we all have learned. behind every terrorist act there is a white-collar crime. My point is
that | think that in order {o increase the perception of detection. the FBI needs more
agents working on bringing perpetrators to justice.

I have heard it said that for every one IRS criminal agent that is hired. on average that
agent recovers tour times the amount of his or her salary in tax fraud. | do not know the
exact figure for the FBI as it relates to the monetary value of each new agent assigned to
white-collar crime, but if you want my opinion from my experience in perpetrating and
uncovering financial fraud. each new FBI agent assigned 1o investment fraud would
recover at least ten times their salary in either seizures or court ordered restitution., all of
which now go buck 1o the vietims of the erimes. And for the clderly that is critical,
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I would make the same recommendation for the Securities and Exchange Commission as
it relates to an increase in staff designated for these types of frauds. Although primarily a
civil enforcement agency. they have had tremendous success shutting down financial
crimes in progress and helping victims receive recoveryf The only problem [ see is that
some of the people the SEC shut down may surface again as a promoter of a new crime if
not followed up by criminal prosecution (a referral made to the FBI).

This is exactly what happened in the Edward Showalter case. Mr. Showalter bad two
separate run-ins with the SEC in Washington and Los Angeles before he perpetrated a 20
million dollar real estate fraud involving hundreds of people and was sued once again by
the SEC in November of 2005. The difference this time was the FBI in Santa Ana was
brought in and special agent Peter Norell made sure that Mr, Showalter was criminally
prosecuted and therefore will not be a repeat offender.

To assure that others like Showalter do not slip through the cracks, an intentional
working relationship between the SEC and the FBI needs to be established.® Take it from
me, the only thing we criminals fear is criminal prosecution and jail—not fines or bans
from the SEC.” When the SEC files a lawsuit for fraud everything necessary for criminal
prosecution is included in the great work they have already done. The investigative
“heavy lifting” is complete and included in the court filing made by the SEC. Once a
TRO is attained in federal court and a receiver assigned, fraud and misrepresentation has
been proven. It is low hanging fruit for the FBI and the SEC should intentionally refer
these cases to their local FBJ office for follow up criminal prosecution.  This will aid in
increasing the perception of prosecution.

Another recommendation would be creative and innovative educational tools, which are
helpful in protecting the elderly from fraud. Please forgive the shameless plug but we are
in the process of creating DVDs targeting the children of the elderly (for the most part,
everyone has a mom and dad that they care about) in hopes of the children taking the lead
in protecting their parents from fraud. These DVDs will be creative in their presentation
and identify the “top 10 frauds” that specifically target the elderly. Of course, others
have similar tools that are equally effective including law enforcement agencies like the
California State Attorney General's office.'”

. In addition to, of course, their regulation of public companies.

* Of course these two ncies have had several successtul joint investigations. However, | any referring to
fhc many cases the SEC investigates and sues without FBI involvement.

" By making this statement { am not depreciating the significance of their work but am merely stating that
they are limited 1o civil enforcement.

" ¥ was actually honored to be able to appear in this video project designed specifically to educate and
protect the elderly.
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Another suggestion would be that law enforcement nationwide changes their approach as
it relates to financial fraud investigations. In many instances, law enforcement will not
investigate a crime until there is a complaining victim. This outdated methodology helps
criminals. Why? Because as a perpetrator of fraud 1 know 1 must keep investors in my
scheme happy by paying them on time so they will help recruit new investors into my
deal and to prevent them from going to law enforcement. We keep this fagade going
until things fall apart and the frand collapses.

Most law enforcement agencies will not even entertain opening an investigation on a
company that has no victim complaint of a large, monetary loss and this approach plays
into the hand of perpetrators. Law enforcement nationwide should examine the work of
Karen Patterson at the California Department of Corporation, Peter Delgreco at the
Securities and Exchange Commission in Los Angeles and Special Agents Peter Norell
and Matt Galioto of the FBI as examples of successful prosecution based on probable
cause as opposed to waiting for the fraud to collapse and victims to complain.'!

The probable cause test cares nothing about whether or not people are “receiving their
promised returns™ but instead focuses on objective tests like sources and uses of cash,
whether or not an unregistered security is being offered and the ienability of the business
model. The success the abovementioned law enforcement officials have in proactively
uncovering fraud hefore the company in question mllapsed and while there was still
money to seize and return to victims is hard to argue against. ™

My final suggestion, which would require minimal work and expense. is to reinforce
investigative reporting when it works in protecting the public. Senators and members of
Congress can simply jot a quick note to the editor or writer of the publication that breaks
stories that protect the public from an ongoing fraud. Maybe then more editors will see
the value of the *unknown variable™ and how their unique position in the media can save
the elderly from being targeted.

As 1 mentioned earlicr, people like Don Thompson at the Associated Press, Scott
Reckard at the Los Angeles Times, and Jefl Opdyke and Mark Maremont at the Wall
Street Journal have long track records of proactive fraud picees that have taken the public
out of harm’s way through accurate. investigative reporting. Believe me. no perpetrator
wants newspapers and magazines focusing on investigative reporting.

"1 any sure others in faw enforcement take this proactive approach. but not many in my experience. Frauds
we have uncovered have brought us to many states where faw enforcement officials stated things like.
Brm«v me a victim and we will take a fook.”
" Of course, these law enforcement officials have worked cases that | have not been involved with and
achieved the same resulr.

: FrAuD DISCOVERY info@frauddiscovery net
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Conclusion

Let me close by reminding the committee that I apologize if my testimony has come
across like I am some kind of “know it all.” Tam not and if it has come across that way 1
ask in advance for your forgiveness. As I always tell my church congregation, I am a liar
and a thief saved by the grace of God. [ never lose sight of the fact that | have been given
another chance in this life-——one that [ do not deserve. Today, 1 do not commit securities
fraud but 1 still have a long way to go in becoming a better person. Just ask my wife or
any elder at the church that T have pastored for over nine vears.

1 would also say that there are many others who have come out of prison that have far
outperformed me in their contribution to society. That vou would even entertain the
testimony of someone like me is a privilege that [ do not merit. However, [ love this
country and consider it an honor to help in any way you deem necessary to protect
people~—especially the elderly from financial ruin.

Respectfully submitted.

58

Barry Minkow
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January 20, 2005

Ms. Karen Patterson

California Departiment of Corporations
1515 “K” Street

Sacramento. CA 95814-4052

Special Agent Peter Norell, Supervisor
Federal Bureau of Investigations

901 West Civic Center Drive

Suite 300

Santa Ana, CA 92679

Dear Ms. Patterson and Special Agent Norell:

T hope you are well. Please find the following report and addendums, which contain what
appears to be a financial crime in progress. [ respectfully ask that you independently
corroborate my findings and please do not hesitate to contact me if you need any further
documentation.

BRIEF OVERVIEW OF COMPANY AND OPERATIONS

Enclosed you will find a detailed report on Par Three Financial. Inc., a Nevada
Corporation’ doing business in Las Vegas along with their current banking information
and account number.” They currently have investors in at least five states’ totaling well
over 100 people some of which are “retirces™ and have already raised millions of dollars,
The company promises 24% annual returns and supposedly generates these margins by
“factoring™ money for advance payday loan and check cashing centers located in several
states across the country including: Utah, Cahifornia, Florida, Nevada and Oklahoma.

The Fraud Discovery Institwte was contacted by an investor who currently has $200,000
invested in Par Three Financial. Inc. and asked us to “check out the company.”™ That

' Par Three Financial, tne. Ins as their company address as: 101 Convention Center Drive, Suite 8§50, Las
Vegas. Nevada. 89109, Curiously. there are three ditterent phone numbers listed tor the company {two on
the off

il company web site: 877-
G833
Please see Addendum X
" According o mterviews with both Donna Weldon and 1W. Long. the company vice president. invesiors
are focated n California. Washington, Nevada, Oregon and Utah.

Please see interview of JW. Long fater in this 1eport.
" The investor caited on January 9. 2003 immediately after seeing me on ahalf hour show hosted by Paut
Bloom. which aired on KUSH tefevision

SI3-6600 and 702-471-6933 and ane listed on thelr DB reporr: 702
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investor. for the purposes of this report, has asked to remain anonymous but has (as vou

know) already cooperated by phone with law enforcement and provided independent
& ; - ¢

confirmation of the above.”

BRIEF OVERVIEW

Par Three Financial, Inc. uses five full-time individuals (known as "1‘cp<")7 to actively
recruit new investors. These reps are overseen by J.W. (James) Long who is the Vice
President of record for Par Three Financial, Inc. The company also attempts to atiract
new investment capital by encowraging current investors o invite their friends and
relatives into the fund for a commission.” When current investors refer their friends and
family members they are given a flat $200.00 referral fee for the first month a new
prospect invests and Y2 of one percent of the principle avested by the person referred for
each month thereafter.

In addition to the reps and the referral bonuses. Par Three Financial. Inc. has placed
“investors wanied” ads in newspapers to solicit new investors. The Fraud Discovery
Institute has obtained “investors wanted” ads offering “ROI of 24% per year”
strategically placed by Par Three Financial. Inc. in at least two newspapers that we know
of: the San Francisco Chronicle and the Seattle Times." Further. Par Three Financial has
placed online advertisements for investors on at least two prominent, online publications:

. - 1}
Inetgiant and Usfreeads.com.'”

According to public records including a Dunn and Bradswreet report. the company’s CEO
is long time attorney Michael L. Pouter.”!  Mr. Potter was born in 1951 and before

” Extensive phone conversation on January 18, 2005,
" Two of these “reps” are Donna Weldon {whom [ did talk to) and John MacKenzie whoro ¥ did not speak
with directly but learned about him through conversations with Ms, Wetdon and Mr. Long and from the
anline pasting he made to advertise Par Three Financial. Inc. as an investment opportunity.
" Please see Addendum 3. Par Three Financial's official monthly newsletter dased September 1, 2004,
! These ads ran in the Seattie Times from 11/16/03 10 4/28/04 and. according 1o Ron 1413-777-7777. ext.

2 FI004 10 Q472872004 At least one investor [ spoke

3324 dast ran in the Sun Francisco Chronicle from 047
with. Bob Philpott in Washington, Invested in Par Three Finuncial after seeing the ad in the paper. Pleuse
see Addendum 4 for the exact ads that were placed in these newspapers. These ads have also been
forwarded to bath Peter Def Greeo and My, Paterson

" Please see addendum 3 where the actual ads placed online wre copied oy go 1o

www. inetgiant.comfdefault asplaction=currentadsdoname=lohn’ 20MacKenzie& memid= 173137 - 47k -
SupplementatResult - Coched. Please note that in the Inetgians ad Mr. John MacKenzie is the listed contact
virhehalf of the company. For the Usfreeads site please go o wwwavasfreeads com/nevadal 1 75061 -
incabium] - 11k - Supplementad Result - ¢ i

*Donafd D, Merrint i adso listed as an of

o Please see the attached public records in Addendum 6.
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opening Par Three Financial, Inc. in 1997 he was a practicing attorney for twenty years
Through conversations with both investors and senior management of Par Three
Financial, Inc. Mr. Potter rarely if ever deals directly with investors and according to Mr.
Long relies on him to “run the day to day operation of the company.™

SIX ISSUES THAT APPEAR TO MAKE THIS A FINANCIAL CRIME IN PROGRESS

1. Unregistered security/unlicensed broker dealer.
Par Three Financial. Inc., unlike any other investment opportunity that [ have seen,
proactively attacks the issue of whether or not their offering constitutes a security.
Whether it is their password protected website'” or their “investor qualification”™ by
application, or by coming right out and arguing that their offering is.a “note™ and
therefore exempt from securities laws, the company gives the impression to the public
that they are exempt from full financial disclosure o regulatory agencies.

The password protected website for Par Three Financial, Inc. makes the below
argument to exempt their offering from being labeled a security; thus avoiding the
need for full financial disclosure to regulators. They state:

““Under the Securities Act of 1933, this note is regulated under Section 3 of the Act.
Paragraph {a} of Section 3 reads as follows:

Exempted Securitiex

Except as hercinafter expressiv provided. the provisions of this ritle shall not appiv io anv of the
Jollowing classes of securities:

3. Any NOTE. draft. bill of exchange or banker's aceeptance which arises out of @ current
transaction or the proceeds of whick have been or are 10 be used for current transactions and
which has a maturity at she tine of issuance of not exceeding nine months. exclusive of days of
grace or any renewal thereof the mainrity of which is tikewise iimited:

The initial term of the Loan Agreement is nine (9) months. Therefore, the Company's Note,
via Investor Accounts Receivable Purchase Note is considered an "Exempted Security™.

The Fraud Discovery Institute has had no fess than nine specific cases dealing with
the question of “what constitutes a security” and although not a legal opinion, we
submit the following five items for consideration:

= Admittedly this information was tuken directly tront the company’s Duna and Bradsueet report but is a
primtary source teferenve because. acenrding to Dunn and Bradsireet, Mr, Potter personally provided the
informution contained in the report in March of 2004, We have included the company D&B report in

Addendum 7
e

information. 20 to
given before investin

user name Pard” and password “success”. To download banking
Leonywire or to download a copy for the agreement ull clienty are
alonmeiee ey
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a. First, a promoter may call an offering anything they want {(in this case a note) but
that doesn’t make it a note (nor does it exempt it from being a security). In facta
note can even still be a note AND a security. Par Three Financial, Inc. has
structured this deal so that investors do not technically "invest”™ with them but
rather “lend” them money (thus the term note and the hopeful avoidance of being
labeled a security) which the company then gives to advance pay day loan and
check cashing companies.

b. Second, Par Three Financial. Inc. appears to fail the Howie test for what
constitutes a security. Howie's three-prong test being: (1) a sum of money, (2) for
profit. or (3) where the primary reliance for success is dependent on the efforts of
the promoter. Since our client has no experience in the check cashing/advance
payday loan industry (as he has already confirmed to the California Department of
Corporations) nor does he have an expertise in factoring. I think the Par Three
Financial, Inc. offering meets the Howie test and appears to be a security.

¢. Third, in Reves v. Ernst & Young, 494 US 36. 74 (1990) it would appear that hiding
under the umbrella of “a note” would not necessarily exempt the offering from
being a security.

d. Fourth, and as to investor qualification through an online application and a
password protected website which is normally and regularly done by the company
to give the public impression that only “qualified investors™ are sought and in
limited number, the very fact that general solicitations were made to the public
through newspaper advertising and online website advertising means that Par
Three Financial, Inc. does not appear to qualify under any security exemptions,
Moreover, the “qualifying of new investors™ and backing away from a general
solicitation to the public is a relatively new approach for the company and is
confirmed in their official newsletter signed by I.W. Long where. in September of
2004, he writes:

“Next month we will be password protecting eur website: www.parthreefinancial.com
as we will only be working with our existing partners and their referrals. You will
receive the password in our next News Letter for your own personal use and the use of
your referrals.”

Unfortunately, when talking about a general solicitation of a security, “once the
toothpaste is out of the tube it is hard to put it back.™ The fact that the essential
components of their former website. www.maketwopercentumonth.com. are still
retrievable. along with the investment opportunity through a simple Google
search ™. general solicitation stll seems to readily apply.

TSimply o 10w and tvpe in tn guotes) "Par Three Fioancial, g,
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e. Fifth. the company’s practice ol paying commissions to unlicensed broker
dealers' to bring 1n new prospects appears 10 he a clear violation beeause it seems
the company is utilizing unlicensed broker dealers to sell their security.

Finally (based on the above), on January 18. 2003, I called David Stauffer at the
Oregon Department of Consumer Services (866-814-9710) and he checked the
Central Registration Depository (CRD) national database and determined that
Michael L. Potter and Donald D. Merritt (the two listed officers in a public search of
Par Three Financial, Inc.) are not licensed broker dealers.'®

On January 18. 2005 1 also called Judy H. at the Securities Division of the State of
Nevada (702-486-2440) and asked her if Par Three Financial, Inc. was blue skied in
the state of Nevada and she confirmed that they were not. Additionally ! had her
check to see if Mr. Michael L. Potter or Mr. Donald D. Merritt were licensed to sell
securities in the state of Nevada and they were not.

2. No lenders license."”

In addition to clearly stating on their official, password protected website that they
“lend money to check cashing stores” the company is not a licensed lender in
Nevada or California where they are located and claim to have check cashing store
customers.'® On January 18, 2005, 1 spoke with Caro} Pearce and Robert Silva from
the Financial Institutions Division of Nevada located in Carson City (775-684-1833)
and they confirmed that neither Par Three Financial. Inc. nor Michael L. Potter
possess a license to do any kind of lending in the state of Nevada where the company
is incorporated. Additionally on January 18, 2003, 1 spoke with Mary G. at the
California Department of Corporations California Finance Lenders License Division
(213-576-7690) and she also confirmed that Par Three Financial. Inc. does not have a
license to fend money to anyone in California.

The company attemipts to sidestep this lack of licensing (because of the usury
implications of charging a check cashingfadvance payday loan company 5-10% per

¥ Pleaye remember this is a well established practice of Par Three Financial confirmed in thetr own
newstetiers and confirmed by our client

" Michael L. Potier does have a CRI number (13159711 but he is not registered or Hoemsed 1o osell
Securines.

VA company must hotd o fenders Heense inany state they de business. One only needs o listen 1o the
barrage of mortgage brokey radio commercials to know this o be the case.

T Please see interviews with TW Lemg and Donna Weldon where both confirm check cashing siore
customens m the foliowing stres: Nevada, California. Oklahosia, Florida. Clah and. according 1o Mr
Long, 30 new stores in Texas
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. . . 19 . .
month in interest on loans without a fenders license)'” by stating on the question and
answer section of their website the following:

Shit i Twsany” e garm or Charge s e of Interest above 24627 As stated abeve, an investor,
legally known as a "Factor” is charging the company, Par Three Financial in this case. a fee
each month of 2% to allow the company to purchase additional inventory, "consumer
checks" on their behalf. Yes, if it were an interest rate charged it would be an unlawful rate
of return. This is why the agreement is an " Accounts Receivabie Purchase Agreements,” and
nota "Loan Agreement”,

In our opinion, this argument lacks credibility because factoring involves either the
purchasing of a receivable at a discount with no recourse”’ (something that is
pragmatically impossible for a check cashing company to do considering the rapidity
in which checks clear. the volume of many checks in small amounts and the short
term nature of a two week loan made in the advance pay loan side of the business)™
or using certain receivables as collateral to borrow money. The former requires no
lending license because of the non-recourse nature of the transaction but the latter
does require 2 lenders license.

And yet the Par Three Financial. Inc.’s website says on the one hand that it lends
money to check cashing stores: but on the other hand, the same website says they do
not lend money because of usury faws but instead utilizes accounts receivable
purchase agreements. In their Accounts Receivable Purchase Note™ it explicitly says
when describing (from their own words) the type of business they are engaged in that:

WHEREAS. Chient {Par Three Financial, Inc—emphasis miney is engaged in the
husiness of public / commercial retail lending, and sells and delivers product and/or
provides services to Customers on a credit basis...™

And finally, even in their “investment opportunities” ad placements in the Seattle
Times and the San Francisco Chronicle the copy reads: “established lending
company...” Well. which is it? These two comradictory views cannot both be true.
The likelihood is that the company is concealing their lack of licensing by using
phrases like “purchase agreement” instead of loan and they are not even consistent in
that regard.  Therc appears to be only one way to resolve these apparent
contradictions. If the company in fact does have enough check cashing/advance pay

" The company’s oiticiud website explicitly states that they churge their check cashing/advance paviday
foan customers 5 1% per month, The exact language reads: “We make foans (o the stores starting ar
$25.000.00 In return we receive 3-10% a month in fee payments.”

 The Fraud Discovery Institute has a specific expertise in the factoring business because of our work in
uncevering MX Factors, a 33 anlhon dollr fraud out of Riverside. California.

 See report from expert Don Coker pomnts 4 and 5.

Y See Addendum &
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toan customers to justify the margins they are currently paying their investment pool™
they are clearly lending them money without a license.

3. The business model of Par Three Financial is untenable.
The Fraud Discovery Institute retained Don Coker, an expent in both the bunking and
check cashing industry. who has been retained by the FDIC* and several other and
agencies in the past. After reviewing Par Three Financial's official website and
company newsletters, Mr. Coker concludes that:

“Despite having a high level of familiarity with the payday lending and check
cashing businesses nationwide, I have never heard of this company or any
company that purperts to do business on this business model. Likewise, [
have never heard of any check cashing company that uses a service even
similar to this service purportedly offered by Par Three Financial, Inc.,
underscoring my opinion that this busi model, as pr ted, would not
work.”

On January 11, 2003. 1 spoke to Burt Goldberg. the President of The International
Factoring Association (805-544-8327). The IFA has over 200 member factoring
companies and he told me that he has never heard of Par Three Financial. Inc. and
that he was not aware of any factoring company who had check cashing/advance
payday loan companics as clients. ™

Additionally, according to our research. the margins in the advance pay day loan and
check cashing business can be upwards of 300 1o 400% annually and therefore
offering investors 24% a year return is mathematically plausible. This fact is not lost
in interviews with Ms. Weldon, Mr. Long and even Mike Brisce™ from Ace
America’s Cash Express who, although admitting he has never heard of factors doing

* After UCC-1 searches in five primary states Par Three Financial. Inc. claims tw be doing business. we
were unable to find any UCC-1 liens listing Par Three Financial as the secured party. Please see
Addendum 9. Additionally none of the investors we talked v had cver spoken with a customer of Par
Three Financial. Inc.

M Coker's report along with his credemials has been included i its entirety in Addendum 1 which
immediately follows this report. Plewse note that in the report Mr. Coker qualifies his conclusions with the
statement that he did ot speak ta anyone Irom the company but only reviewed their official web site to its
entirety -which included the Avcounts Receivable Purchase Note Agreement and & couple of company
newsletters

* In the interest of full disclosure, the Fact that My, Cinbdbery bad notheard of any factor being in the
busmess of check cashing/advance pay day foans did nor mean that be helieved that it was impossible that a
tactor could be i that business but rather that be had not heard of a tuctor in that business nor had he heard
ol Par Three Financial, Inc.

M. Brisee™s phone number iy 800-713-3338. Ace Cash Express is one of the industry leaders i the
acdvance payday foan and check cashing business with hundreds of stores mationwide.
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business with check cashing companies nor has he ever heard of Par Three Financial,
Inc. e did confirm that the margins in this industry are substantial.

However. if these returns were so prevalent in the check cashing and advanced
payday loan industry then the need to pay Par Three Financigl, Inc. between 8% and
10% per month™” for working capital would be minimal at best, as the margins would
quickly provide the necessary capital for ongoing operations without the need to
borrow from Par Three Financial, Inc. Despite this, Mr. Long and Ms. Weldon
boasted of retaining long-term check cashing/advance payday loan company clients
who were “unable to qualify for bank financing” because they were “small ma and
pa” run companies. Moreover, Mr. Long is currently establishing relationships with
30 new check cashing companies in Texas.” Even if one concedes that any
company can survive with a cost of capital pushing 5 10 10% per month, it would
certainly be in their best interest, especially if the margins in the industry made this
borrowing possible. that they would seek to minimize a long term relationship with
Par Three Financial. Inc.

4. No apparent evidence of customers (sources and uses of cash test)
The Fraud Discovery Institute ran UCC-1 searches in the following states: Florida,
Nevada. California, Utah and Oklahoma—all states that both Ms, Weldon and Mr.
Long confirmed that Par Three Financial, Inc. had check cashing/advance payday
loan customers.™ We found no UCC-1 filings listing Par Three Financial, Inc. as the
secured party.

However, | specifically questioned Mr. Long nwo rimes if the company filed “blanket
UCC-1 liens on all their check cashing/advance payday loan customers to protect the
principle invested and he said “yes.” He also added that Par Three Financial, Inc.
makes their customers sign agreements. which further protects prospective investors.
When [ interviewed investors (admittedly I did not interview «f/ the people in the
fund), no one I spoke to had ever been given the name of a single check
cashing/advance payday loan company that Par Three Financial, Inc. was doing
business with.

Please note that it is not the position of the Fraud Discovery Institate that Par Three
Financial. In¢. cannot come up with some companies they may be doing business
with but if they can 1 could not find any evidence of it in the public record nor does it

 Please see “about us™ section of the password protected website which says Par Three Fimuncial, Ine.
receives “between 5% to 10% per month” from thei cheek cashingfadvance pavday fown customers.,
Howsversinmy Boalinlerview with Mr JW. Long on January 14, 2003 ihe anve spain calted me at the
churchy. he says the fees received are choser 1 8% to 10% por month

= Please see the actual UCC-1 searches in Addendum 9
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appear that they have enough customers to support the returns being received by over
one hundred current investors,

The only way to conclusively prove whether or not Par Three Financial, Inc. has real
advance payday loan/check cashing store customers and is therefore carning enough
revenue Lo support the returns currently being paid to investors is to subpoena their
corporate banking information and obtain microfiche copies of the actual money
deposited into their operating account. If the only money deposited is new
investor money and not revenue from fees (interest) earned from their
“customers” then fraud has most likely occurred. We have included said banking
information in addendum two. The Fraud Discovery Institute does not have such
subpoena power but hopes to establish at least probable cause for the FBI. the SEC or
the DOC 10 do so. This. however. is the only way to know for sure whether or not the
customers exist.

Finally. there is some corroborating evidence for this “not enough customers o
support the operation” theory as the 2003-year end revenue as reported to Dunn and
Bradstreet from Mr. Michael Potter directly shows revenues at just below three
million dolars ($2.998.000). One would assume these revenues would be generated
from money paid 1o Par Three Financial. Inc. from local check cashing/advance
payday loan stores because their website indicated that is how they generate revenue.
However, based on the few people we talked to (our client. Mr. Capouch and Mr. Bob
Philpoit) they cumulatively have invested almost three quarters of & mithion dollars in
the fund and when you count the other investors it would appear the company is not
generating enough revenue to support these 24% annual returns on the millions they
have already raised.”

5. No CPA prepared Financial Statements (independent proof of profitability
testy™®
The only financial information investors are given by Par Three Financial. Inc. is
what is available from Dunn and Bradstreet. Our client and others have been told that
Par Three Financial, Inc. has excellent credit with Dunn and Bradstreet but investors
are never given independently prepared financial statements. 1 asked Mr. Long about
this and he said that the company is “private” and is not required to produce CPA
prepared financial statements. “We just send checks™ were his exact words referring
to timely interest payments to investors. In the past nine FDI cases that ended up
being unregistered sccurities offered by unlicensed broker dealers (and ultimately

gain. this pointshould be viewed in fight of historical da comained in the Dunn and Bradsweet reporr.
The presence of CPA prepared financial statements does not of cousse guarantee avthenticity us the
2727 Best fraud that | perpetrated proved: bul the absence of financial statements is never @ good aign.
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were nothing more than Ponzi schemes™') each case had a common denominator: No

apparent internal controls and no independent proof of profitability from an

outside CPA.

6. Acceptance of IRA money
More now than ever before these types of investment opportunities are seeking
qualified money—specifically IRA money. This was seen in TC Emerprises and
Financial Advisory Consultants. My experience has been that when an investor is
told that they can use their qualified IRA money (self directed IRA)Y 10 invest, it
imputes credibility to the investiment opportunity. The average person wrongly
concludes that if a company can accept IRA money then the IRS has some how
performed due diligence on that company and intrinsically placed their stamp of
approval on the investment. Moreover, because IRA money is more difficult to
withdraw, if Par Three Financial. Inc. turns out to be an unregistered security with an
untenable business mode! then, like the 1wo companies mentioned above. qualified
money has been used to impute credibility to the fund—a technique which is
becoming common in these kinds of deals.

 Bor a detailed list of these case examples, please see our website at v
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INTERVIEWS

The following are interview reports with investors, our client and Par Three
Financial, Inc. senior management.

1. Beb Philpott
(360} 457-7426
I spoke to Mr. Philpott on January 10. 2005. He said he has been in the Par Three
Financial. Inc. investment fund for well over a year. He found out about the fund
from an “investor wanted” type ad in the Seartle Times. [ asked Mr. Philpott how
big the Par Three Financial, Inc. investment fund was and he did not know exactly
but pointed out “in the millions.™™ He said he talked to Donna Weldon no less
that five times before ultimately deciding 1o invest. He has been consistenily
receiving his 24% annual returns paid “monthiy by Fed Ex.” Mr. Philpott has
brought five new investors into the fund, all of who are currently receiving their
monthly interest payments.

T asked him if he ever talked to a customer of Par Three Financial. Inc. (an
advance payday/check cashing company nor another investor) and he said he had
not but that he had spoken to four payday loan/check cashing places in town and
became comfortable with the deal. He told me he receives a monthly newsletter
from the company. He believes Par Three Financial. Inc. has check-cashing
customers in 37 states. He said that the fund has a stockbroker from “Edward
Jones™ who was also invested in Par Three Financial, Inc. and my impression of
that statement was that Mr. Philpott was more comfortable about being invested
in the company because of the stockbroker’s involvement. He did not use his
IRA money to invest. His understanding is that his investment in Par Three
Financial. Inc. is secured by “receivables™ owed to the advance payday/check
cashing companies from their customers, He confirmed that he is receiving a half
percent a month on the principle money invested by the people he referred to the
fund. When I asked him about the corporate structure of Par Three Financial. Inc.
he said that “Mr. James Long is whom Donna Weldon works for™ but he works
through Ms. Weldon.

2. Gary Capouch
Cell: 360-809-0673
Home: 360-683-3698

v ivested” in Par Three Pimancial. Ine. technieatly refers 10 the money these investors “lem’™ 1o
Par Three Financial, Ine, as discossed in point one “Unregistered Securinviuniivensed brokey deafer
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On January 10. Tspoke to Gary Capouch. After we spoke. Mr. Capouch faxed me
a letter™ and two newsletters issued by Par Three Financial. Inc.™ He has been in
the fund for six months and has been receiving his 2% monthly interest payments
“by Fed Ex” on time. He has invested both his personal money and his retirement
money into the fund and my impression of his total amount invested is over
$300,000. Mr. Capouch confirmed that it was his self directed IRA that was used
specifically to invest in Par Three Financial, Inc. According to Mr. Capouch,
Equity Trust in Ohio is the custodian. He has no idea how many people are
invested in the fund but he did say “a broker from Merrill Lynch is invested with
Par Three Financial, Inc.”

Mr. Capouch has a banking background and just retired (QJuly 1. 2004) from Wells
Fargo after they merged with his long time employer Pacific Northwest Bank. He
heard about the fund through Bob Philpott who was a long time client of the bank.
Gary said he “checked out Par Three Financial. Inc. three to four months before
investing.” It is his understanding that the company has eighty advance payday
loan and check cashing stores nationwide that they are currently doing business
with. Based on his banking background, I spoke with Mr. Capouch on January
16 again just to ask him about the UCC-1 filings and whether or not Par Three
Financial, Inc. filed UCC-1's on their check cashing clients and he did not
remember if they did or did not asked that [ call Donna Weldon for clarification.

3. Our Client
Because law enforcement already has all of our client’s information and has
interviewed him extensively, his name is being withheld for purposes of this
report. He contacted me on Sunday. January 9, 2005 after watching a 30-minute
television show on KUSL a local San Diego television station hosted by Paul
Bloom. Iwas a guest on this weekly show and according to our client I talked
about the MX Factors factoring fraud while on the show. Immediately he called
me after recognizing points of similarity between Par Three Financial. Inc. and
MX Factors. He then provided me with the password to the Par Three Financial,
Inc. website so [ could access it and research his investment.

He also asked that Tuse his name as a referral to contact Ms. Weldon and Mr.
Long so that they would be more inclined to give me mformation (thinking | was
o potential investor) that, if necessary. could be wrned over w law enforcement,™

 Please see Addendum 10

“ Please see Addendum 3

7 This methodology of posing us a potential investor was disclosed 1o Liw enforcement und the client was
told in advance that i there was 2 reasonable cortainty that « lnanvial crime wan being committed, he
wankl agree to conperate with faw entorcement and that [ would immediately wn over alf documentation
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The client revealed to me that he has $200.000 invested in Par Three Financial.
Inc.. $10.000 of which is from his self directed IRA. He confirmed that he has
been receiving his monthly interest payments by Fed Ex. He confirmed the
commissions paid to those who bring new people into the fund. His
understanding about how revenues are generated by Par Three Financial. Inc. iy
they have advance payday loan and check cashing stores in various states
throughout the country whom they “factor™ receivables for because the small "ma
and pa” type stores cannot qualify for traditional bank financing. He has never
spoken to one of these check cashing stores that are currently doing business with
Par Three Financial. Inc.

4. Donna Weldon
702-813-4836
1 spoke to Donna Weldon on several occasions, the first being on January 10,
20035 and the last time was on January 14, 2005, She is one of the “five reps™ who
sells the Par Three Financial. Inc. investment opportunity and services those
existing investment clients. She confirmed that there are no less than 100
investors in Par Three Financial, Inc. and that number s growing rapidly. Iasked
her who the principals of the company were and she said J.W. Long. I pushed the
issue about Michael L. Potter and she confirmed that he was the “CEO” but that
Mr. Long ran the day-to-day operations. She also confirmed that Mr. Potter was a
fawyer.

Ms. Weldon worked in a travel agency before Mr. Long recruited her into the Par
Three Financial. Inc. investment opportunity and she refers to that move from the
travel agency to Par Three as the best thing that has ever happened to her, She
has been working with the company for a “few years.” She confirmed that
customer investment capital is secured by “first liens™ being placed on the check
cashing companies reccivables. [asked if this was by UCC-1's and she agreed.
She also was quick to state that Par Three Financial. Inc. has been around since
1998 and that Dunn and Brad Street had given them a score of "80." When |
asked her about the check cashing/advance payday loan side of the business she
said that Par Three Financial. Inc. deals with “smaller. independent stores in Utah,
Florida. Washington State. California and Nevada. She added that some of these
companies have two or three locations. Ms. Weldon made it very clear that Mr,
Long was a "busy man™ and if I wanted 1o do business with Par Three Financial.
tne. Thad to go through her. 1 agreed but asked to speak to Mr. Long “once or
twice for due diligence reasons™ before agreeing to “only go through her.”
Finally. Tasked Ms. Weldon {or the phone number of an imvester in California

10 law enforcement. The chient responded by saying: “Nov problem beciuse if the company is legitimate.

law enforcement could do nothing 1o hurt the company.™
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whom T could call. She confirmed that there were California investors in the fund
but said that ail client information (including their phone numbers and investment
amount) are kept confidential as a company policy.

wy

Mr. J.W, (James) Long

I first spoke to Mr. Long on January 11, 2005. He retwrned a message I left for
him and contacted me at the church. In that conversation he confirmed Par Three
Financial, Inc. had been in business since 1997, He confirmed that there were a
Tot of “retirees in the fund™ as well as investors in at least five states including
California. He mentioned that in addition to Donna Weldon there were four other
“reps” that sold the investment opportunity to customers—one of who was John
MacKenzie. He also confirmed that Michael L Potter was the company CEO but
that he “ran daily operations.” I asked him how many people were in the fund
and he said “easily over 100 and “millions of dollars.” He said Par Three
Financial, Inc. contracts with check cashing/advance payday loan stores and file
UCC-1 liens on these customers to secure their nvestment. He added that we
only deal with check cashing/advance pavday loan stores whose owners have
good credit. Tasked him where these customers (stores) were Jocated and he said
California. Florida, Utah. Kansas, Oklahoma and Canada. He used the phrase
“we loan money to check cashing stores nationwide.”

On January 14, 2005 Mr. Long returned another one of my calls. 1explained that
I'had a few follow up questions. Treaffirmed with him that Par Three Financial,
Inc. files UCC-1 liens on check cashing/advance payday loan companies that they
do business with and he said “ves.” He also added that written agreements exist
between the owners of these check cashing stores and Par Three Financial. Inc.
which are accompanied by the personal guarantee of the store owner {or the funds
borrowed from Par Three Financial, Inc. to provide additional security for those
invested in the fund. Iasked him if the company issued any CPA prepared
financial statements or had reports prepared for investors from outside auditors.
He said they are a private company and do not have that requirement. “We just
send checks™ were his exact words. [ asked hin again where these check
cashing/advance ay day loan companies were located and he said “California,
Utah. Florida, Nevada, Oklahoma and 30 new stores in Texas.” He went on to
say in this conversation that Par Three Financial. Inc. charges between 8% and
10% each month to their check cashing/advance pay day loan clients. He said in
this conversation that the total stores Par Three Financial is doing business with is
“about 73 nationwide.” He told me the minimum investment inio the fund is
S10.000

Based on the above tand our expert’s report in Addendum One below). this appears 1o he
a financial crime in progress. [ may be incorrect. but it has all the symptoms of an
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unregistered security being offered by unlicensed broker dealer(s) across state lines with
an untenable business model. 1 could find not find any customers and certainly not
enough business to support the margins being puid to current investors. Additionally, the
fund is targeting the elderly and IRA money and has no independent proof of profitability
in that no CPA prepared financial statements arc available.

Respecifully submitted,

Barry Minkow
Fraud Discovery Institute

Reviewed and supervised by:

Juan Lopez
Licensed Private Investigator #18903

Ce: Mr. Peter Delgreco, ESQ.

US Securities and Exchange Commission
3670 Wilshire Boulevard, Suite 1100
Los Angeles, CA 90036
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Expert Opinion

DON COKER

BANKING, MANAGEMENT & ECONOMIC CONSULTANT
P.O.Box 91182 . c N .
BANK CONSLLUTING MORILE, AL 36691- 1182 1600 SUGAR CREEK DRIVE, Eax)
ECONOMIC CONSELTING -—E-[——-—-L‘-%:—m MOBILE, AL 36695.2728

CENTRAL TIME 7
ReAL ESTATE CONSULTING

2 - Pas g PN
MANAGEMENT CONSULTING “'S ) 63“ 6180 TELECOPIERS
INTERNATIONAL CONSULTING

E-Man,
Bankexpert@cs.com

January 12, 2005

Mr. Barry Minkow
Fraud Discovery Institute
San Diego. CA

Re:  Par Three Financial, Inc.
Dear Mr. Minkow:

At your request, 1 have reviewed the website of Par Three Financial. Inc.. as well as an
“Agreement” form online. and a Newsletter. Your question to me was if, in my opinion, this
business model described by Par Three Financial. Inc.. is a viable business.

My background and experience include 35 years” experience in banking and lending, and
cxiensive consulting in these areas. In addition to working as a banker and corporate lender, 1
have worked as a banking regulator and for a commercial finance company that was heavily
involved in factoring. 1have been called upon several times to work as a consultant and expert
witness in the Check Cashing and Payday Loan industries. As a banker and lender, I was the
first person to recognize the record-breaking title insurance company fraud of J.R. McConnell in
Houston. TX in the 1986-1989 timeframe. It has been my privilege to serve as an expert
consultant to the FDIC and IRS nationwide on numerous occasions, Attomneys nationwide have
called on me as an expert consultant in over 200 banking and finance cases, and I have testified
80 times. A full curricutum vitae is provided at the end of this report.

Based upon my review of the materials referred to supra and my experience in the
hanking. lending, and check cashing mdustries. there are numerous questionable items that have
come to my attention:

L Based upon my expericoce, it is unlikely that payday lenders and check cashers would

use o so-called “factoring”™ service such as that allegedly offered by Par Three Financial. lnc.
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Payday lenders and check cashers typically operate using their own funds. and 1 do not believe
that any pay day lender or check casher would be interested in paving Par Three Financial, Inc..
3% - 10% per month for working capital. Due 1o the high fees charged by pavday lenders and
check cashers. they generate sufficient funds to take care of their cash flow needs.

2. In factoring. the “factor”™ is in a similar role as that of a lender except that the factor buys
the contract and is paid by the customer. For example, a carpet company may sell on terms
$50.000 worth of carpet to a customer and sell that contract to a factor in order to earn immediate
cash.

3. Factoring typically operates on a “discount” basis, and [ see no discount mentioned in Par
Three Financial, Inc.’s, Agreement. Rather Par Three Financial. Inc., pays a “fee” of 2% per
month to the investor.

4. Par Three Financial, Inc.’s, “Agreement” reads as if Par Three Financial, Inc.. is in the
payday loan and check cashing business, whereas it appears that the actual situation is that Par
Three Financial, Inc., purports to be an intermediary between payday lenders and check cashers
and “investors” who “buy” checks from Par Three Financial, Inc. This entire arrangement is
unclear from the website and Agreement documentation reviewed. Clearly, in order for Par
Three Financial, Inc.. to obtain checks to sell to investors, they would have to buy checks from
payday lenders and check cashers. This opens up a plethora of questions, such as:

A. Where are these checks physically held, and what controls are present?

B. Since turnover of these checks is critical to the success of these businesses, how
can these checks be transported from check cashing stores across the country to Pur Three
Financial. Inc.?

C. If these checks are sitting at Par Three Financial, Inc.. then how are they  presented to a
bank for collection at the proper time?

D. Likewise, the frequent procedure at payday lenders is to roll the customer’s debt over by

having the customer give a new check to replace the original check; but this would be
impossible if the original check was anywhere other than at the payday lender’s store.

E. What significance is there to a nine-month term cited in the Agreement when payday loan
transactions generally have a life of only two weeks and check cashing transactions
happen in one day?

5. Par Three Financial, Inc., states that it also provides funds for check cashers, but it is
difficult to see how this could be a possibility for their factoring business since a check accepted
by a check casher must be verified as a “good™ check at the bank upen which the check is drawn.
hopefully funds reserved by the bank to cover the check. and then the check must be deposited
promptly. It is unclear how a check being cashed could be factored since it must be sent directly
to a bank for deposit.

6. There is a paucity of details in these proposed transactions. For example, there is o
mention of any collateral security safeguards that would insure that the checks were not sold
more than once.

7. There is no mention of how checks “come and go” into and out of their collateral siatus
during this nine-month period
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8. It is curious to me that there is no mention on Par Three Financial, Inc.’s, website of how
check cashers can apply to do business with them. Furthermore, an Internet search found no
indication of Par Three Financial, Inc.’s. offering of factoring or financing services for check
cashers,

9. Despite having a high level of famifiarity with the payday lending and check cashing
businesses nationwide. I have never heard of this company or any company that purports o do
business on this business model.

10. Likewise, I have never heard of any check cashing company that uses a service even
similar to this service purportedly offered by Par Three Financial, Inc.. underscoring my opinion

that this business model, as presented, would not work.

11, Par Three Financial, Inc.’s. Application states that a Social Security number is optional,
but this would be required in order for a 1099 1o be issued at year-end.

However. they could possibly obtain this number by some other more secure means.
Summary:

It appears to me that the business model of Par Three Financial, Inc.. is seriously flawed,
1o the point that T do not see how such a company could possibly successfully operate. In my
opinion. and as pointed out supra, there are many potential problems extant that would require

further satisfactory explanation before this business could be viewed as feasible.

Best regards,

Don Coker

Disclaimer: My expressed opinions are based upon my review of the materials cited supra. |
have not spoken to anyone at Par Three Financial. Inc. If there is additional explanatory material
provided by Par Three Financial, Inc., then I reserve the right o review such explanatory
material and amend my opinions. if necessary. All work is on a “best efforts™ basis with no
warranties.
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EXPERT WITNESS CASES IN LAST FOUR YEARS

Travis v. SouthTrust Bank
FL - 2004

MVSI & Braunig v. Alamo Bank
TX - 2004

Gaddis v. Columbus Bank & Trust
GA - 2004

VECC v. Bank of Nova Scotia
US Virgin Islands - 2004

Barnum v. Chase Manhattan
FL - 2004

McLin v. Union Planters Bank
MS - 2004

Trustmark Bank v. Baria
MS - 2004

Terry v. Voicestream
AL - 2004

Dominguez v. Wachovia bank
FL - 2004

Albrecht and Raines v. Ford Motor Credit Co.
FL - 2004

Travelers St. Paul Insurance v. Citibank
FL - 2004

U.S. Awr Force v. Ahmad al Halabi
CA/Guantanamo Bay. Cuba - 2004

Evans and Mills v. Cumberland Valley National Bank
KY - 2004

Saad v. Banco Indusirial de Venezuela
FlL. - 2004

C. Thomas v, Americredit and Findlay Auto
AL - 2004
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V. Thomas v. Americredit and Findlay Auto
AL - 2004

Sav-N-America v. SouthTrust Bank
MS - 2004

David v. Bank of Nova Scotia
US Virgin Islands — 2004

Hicks Engineering v. Southland Bank
AL - 2004

Provident Bank v. Bank One
OH/CA - 2003

Sansbury v. The Citizens Bank
SC - 2003

Ciccarone vs. Marchese Chevrolet
PA - 2003

Aaron v. American Consolidared Credit
AL - 2003

Graham vs. National City Bank
KY - 2003

Tice v. AmSouth
AL - 2003

Pointe Bank vs. Monteleone

FL - 2003

Hicks Engineering vs. Southland Bank
AL - 2003

Byrd vs. Walmart
WYV - 2003

Tucker vs. Walmart
WV — 2003

Griffith vs. Mellon Bank
PA - 2003

State of New York vs. Dr. Richard Dombroft
NY - 2003
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Cooley vs. Sterling Bank
AL - 2003

The King Edward Inn vs. Gervais
Halifax. Nova Scotia. Canada - 2003

The King Edward Inn vs. Lyn Gor Construction & Tracey Genge
Halifux. Nova Scotia. Canada - 2003

Walls Estate vs. Grand Housing
MS - 2003

Amitelli vs, Ward
OH - 2003

Agribank vs. Royster-Clark Agribusiness
FL and NY - 2002

Mason and Kuehn vs. Sherlock Homes
AL - 2002

Haik vs. Trusunark Bank
MS - 2002

Gragg vs. SouthTrust Bank
AL - 2002

E.M. Holding vs. County Bank
CO - 2002

Smith vs. AmSouth Bank
AL - 2002

vBank vs. Williams
PA - 2002

Stanley vs. Blount Parrish
AL - 2002

Bethea vs. First Horizon Mortgage
VA - 2001

Kawasaki vs. AmSouth Bank
LA - 2001

Kavajecz vs. Evanston Insurance
Ml and CA - 2001
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DON COKER

BANKING, MANAGEMENT & ECONOMIC CONSULTANT
P.O.BoX 91182 s N Ny
Bank CONSULTING MOBILE, AL 366911182 600 SLGAR CREEK DRIVE, KAST
- R . s = A t, AL 36695-2
kgn\ﬁ\.\m Lf“f“;“’f9 CINTRAL TIOME Z0nE: GMT . 6 MosiLk, AL 36695-2728
REAL ESTATE CONSULTING

(251 633-0180 TELFCOPIERS

£973)201-2534
(806) 734-6585

S VALLATION

MENT BANKING SERVICES E-MarL
INTANGIBLE ASSET VALUATION Baskexpert@cs.com
EXPERT WITNESS CONSULTING

January 12, 2005

Mr. Barry Minkow
Fraud Discovery Institute
San Diego, CA

Re:  Par Three Financial, Inc.
Dear Mr. Minkow:

At your request, I have reviewed the website of Par Three Financial, Inc., as well as an
“Agreement” form online, and a Newsletter. Your question to me was if, in my opinion. this
business mode! described by Par Three Financial, Inc.. is a viable business.

My background and experience include 35 years” experience in banking and lending, and
extensive consulting in these areas. In addition to working as a banker and corporate lender, 1
have worked as a banking regulator and for a commercial finance company that was heavily
involved in factoring. 1have been called upon several times to work as a consultant and expert
witness in the Check Cashing and Payday Loan industries. As a banker and lender, | was the
first person to recognize the record-breaking title insurance company fraud of 1.R. McConnell in
Houston, TX in the 1986-1989 timeframe. It has been my privilege to serve as an expert
consultant to the FDIC and [RS nationwide on numerous oceasions. Attorneys nationwide have
called on me as an expert consultant in over 200 banking and finance cases, and I have testified
80 times. A full curriculum vitae is provided at the end of this report.

Based upon my review of the materials referred o sipra and my experience in the
banking. lending, and check cashing industries, there are numerous questionable items that have
come 1o my attention:

1 Based upon my experience, it 15 unlikely that payvday lenders and check cashers would
use a so-called “factoring™ service such as that allegedly offered by Par Three Financial, Inc.
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Payday lenders and check cashers typically operate using their own funds. and 1 do not believe
that any pay day lender or check casher would be interested in paying Par Three Financial. Inc..
5% - 10% per month for working capital. Due to the high fees charged by payday lenders and
check cashers, they generate sufficient funds 1o take care of their cash flow needs.

2. In factoring. the “factor” is in a similar role as that of a lender except that the factor buys
the contract and is paid by the customer. For example. a carpet company may sell on terms
$50.000 worth of carpet to a customer and sell that contract to a factor in order to earn immediate
cash.

3. Factoring typically operates on a “discount” basis, and I see no discount mentioned in Par
Three Financial, Inc.’s, Agreement. Rather Par Three Financial. Inc., pays a “fee” of 2% per
month to the investor.

4. Par Three Financial. Inc.’s, “Agreement” reads as if Par Three Financial, Inc.. is in the
payday loan and check cashing business, whereas it appears that the actual situation is that Par
Three Financial. Inc.. purports to be an intermediary between payday lenders and check cashers
and “investors™ who “buy” checks from Par Three Financial, Inc. This entire arrangement is
unclear from the website and Agreement documentation reviewed. Clearly, in order for Par
Three Financial, Inc.. to obtain checks to sell to investors, they would have to buy checks from
payday lenders and check cashers. This opens up a plethora of questions, such as:

A. Where are these checks physically held, and what controls are present?

B. Since turnover of these checks is eritical to the success of these businesses, how
can these checks be transported from check cashing stores across the country to Par Three
Financial, Inc.?

C. If these checks are sitting at Par Three Financial, Inc., then how are they presented (0 a
bank for collection at the proper time?

D. Likewise, the frequent procedure at payday lenders is to roll the customer's debt over by

having the customer give a new check to replace the original check: but this would be
impossible if the original check was anywhere other than at the payday lender’s store.

E. What significance is there to a nine-month term cited in the Agreement when payday loan
transactions generally have a life of only two weeks and check cashing transactions
happen in one day?

5. Par Three Financial. Inc., states that it also provides funds for check cashers, but it is
difficult to see how this could be a posublhly for their factoring business since a check accepted
by a check casher must be verified as a “good” check at the bank upon which the check is drawn,
hopefully funds reserved by the bank to cover the check, and then the check must be deposited
promptly. It is unclear how a check being cashed could be factored since it must be sent directly
to a bank for deposit.

6. There s a paucity of details in these proposed transactions. For example, there is no
mention of any collateral security safeguards that would insure that the checks were not sold
more than once.

7 There is no mention of how checks “come and go” into and out of their collateral stawus
during this nine-month period
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8. it is curious to me that there is no mention on Par Three Financial, inc.’s. website of how
check cashers can apply to do business with them. Furthermore, an Internet search found no
indication of Par Three Financial, Inc.’s. offering of factoring or {inancing services for check
cashers.

9. Despite having a high level of familiarity with the payday lending and check cashing
businesses nationwide, I have never heard of this company or any company that purports to do
business on this business model.

10. Likewise, I have ncver heard of any check cashing company that uses a service even
similar to this service purportedly offered by Par Three Financial, Inc., underscoring my opinion

that this business model, as presented, would not work.

1. Par Three Financial, Inc.’s, Application states that a Social Security number is optional,
but this would be required in order for a 1099 to be issued at year-end.

However, they could possibly obtain this number by some other more secure means.
Summary:

It appears to me that the business model of Par Three Financial, Inc.. is seriously flawed,
to the point that I do not see how such a company could possibly successfully operate. In my
opinion. and as pointed out supra. there are many potential problems extant that would require

further satisfactory explanation before this business could be viewed as feasible.

Best regards,

Don Coker

Disclaimer: My expressed opinions are based upon my review of the materials cited supra, I
have not spoken to anyone at Par Three Financial, Inc. If there is additional explanatory material
provided by Par Three Financial, Inc.. then I reserve the right to review such explanatory
material and amend my opinions, if necessary. All work is on a “best efforts” basis with no
warranties.
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EXPERT WITNESS CASES IN LAST FOUR YEARS

Travis v. SouthTrust Bank
FL - 2004

MVSI & Braunig v. Alamo Bank
TX - 2004

Gaddis v. Columbus Bank & Trust
GA - 2004

VECC v. Bank of Nova Scotia
US Virgin Islands - 2004

Barnumn v. Chase Manhattan
FL - 2004

MecLin v. Union Planters Bank
MS - 2004

Trustmark Bank v. Baria
MS - 2004

Terry v. Voicestream
AL - 2004

Dominguez v. Wachovia bank
FL - 2004

Albrecht and Raines v. Ford Motor Credit Co.
FL - 2004

Travelers St. Paul Insurance v. Citibank
FL - 2004

U.S. Air Force v. Ahmad al Halabi
CA/Guantanamo Bay, Cuba - 2004

Evans and Mills v. Cumberland Valley National Bank
KY - 2004

Saad v. Banco Industrial de Venezuela
FL - 2004

C. Thomas v. Americredit and Findlay Auto
AL - 2004
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V. Thomas v. Americredit and Findlay Auto
AL - 2004

Sav-N-America v. SouthTrust Bank
MS - 2004

David v. Bank of Nova Scotia
US Virgin Islands — 2004

Hicks Engineering v. Southland Bank
AL - 2004

Provident Bank v. Bank One
OH/CA - 2003

Sansbury v. The Citizens Bank
SC - 2003

Ciccarone vs. Marchese Chevrolet
PA - 2003

Aaron v. American Consolidated Credit
AL -2003

Graham vs. National City Bank
KY - 2003

Tice v. AmSouth
AL - 2003

Pointe Bank vs. Monteleone

FL - 2003

Hicks Engineering vs. Southland Bank
AL - 2003

Byrd vs. Walmart
WV - 2003

Tucker vs. Walmart
WV ~ 2003

Griffith vs. Mellon Bank
PA - 2003

State of New York vs. Dr. Richard Dombroff
NY - 2003
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Cooley vs. Sterling Bank
AL - 2003

The King Edward Inn vs. Gervais
Halifax, Nova Scotia, Canada - 2003

The King Edward Inn vs. Lyn Gor Construction & Tracey Genge
Halifax, Nova Scotia, Canada - 2003

Walls Estate vs. Grand Housing
MS - 2003

Amttelli vs. Ward
OH - 2003

Agribank vs. Royster-Clark Agribusiness
FL and NY - 2002

Mason and Kuehn vs. Sherlock Homes
AL - 2002

Haik vs. Trustmark Bank
MS - 2002

Gragg vs. SouthTrust Bank
AL - 2002

E.M. Holding vs, County Bank
CO - 2002

Smith vs. AmSouth Bank
AL - 2002

vBank vs. Williams
PA - 2002

Stanley vs. Blount Parrish
AL -2002

Bethea vs. First Horizon Mortgage
VA - 2001

Kawasaki vs, AmSouth Bank
LA - 2001

Kavajecz vs. Evanston Insurance
Ml and CA - 2001
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Bank One vs. Abroms
AL and CO - 2001

Budd vs. Deposit Guaranty Bank
MS - 2001

Situs Capital vs. Credit Suisse First Boston
TX - 2001

Sparks vs. Tharaldson
TX - 2001

US Bancorp vs. ACG Westpark Plaza
MT - 2001

SCD Ewa Development vs. Unity House
Hawai'i - 2001

Hudspeth vs. Bank of America
Texas - 2001

Smith vs. MS Insurance Co.
Mississippi - 2001

§ § 8 §8 8
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Curriculum Vitae

DON COKER

BANKING, MANAGEMENT, ECONOMIC & VALUATION
CONSULTANT

1600 SUGAR CREEK DRIVE, EAST
MOBILE, AL 36695-2728

TELEPHONE:
{251) 633-0180

TELECOPIERS:
(806) 734-6585
(973) 201-2534

CELLULAR:
(251) 716-3200

E-Mam:
Bankexpert@c¢s.com
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REPRESENTATIVE CLIENT LIST

BANKING:

THE WORLD BANK

BANK OF AMERICA

BANK OF AMERICA - CANADA

NATIONSBANK

BANK ONE

WACHOVIA/FIRST UNION BANK

FIRSTAR/U.S. BANCORP

SOUTHTRUST BANK

WELLS FARGO MORTGAGE CORP.

NATIONAL CITY (BANK) CORPORATION

CREDIT SUISSE FIRST BOSTON MORTGAGE
CaAPITAL, LLC

BANCO INDUSTRIAL DE VENEZUELA

BANK OF OKLAHOMA

SOUTHERN SECURITY BANK

FIRST NATIONAL BANK OF PALM BEACH

FIRST BANK, TALLAHASSEE. FL

SUNBELT SAVINGS (NOW BANK OF AMERICA)

SUNBELT FEDERAL BANK

BANCOMER, S.A. (MEXIC0O)

BLUEBONNET SAVINGS

STANDARD PACIFIC SAVINGS BANK

FIRST NATIONAL BANK OF BREWTON

SQUTHEAST BANK OF Miami. FL

BARNETT BANKS. INC.

BANK OF THE SOUTHWEST

PRIORITY BANCORP

PANAMERICAN BANK

KEYCORP

IowA TRUST

BANCO BILBAO VIZCAYA ARGENTARIA
(BILBAO AND MADRID, SPAIN)

TANZANIA INSTITUTE OF BANKERS

BANK OF TANZANIA (CENTRAL BANK)

GOLDOME REALTY CREDIT CORP.

WESTERN GULF SAVINGS & LOAN
(NOW WELLS FARGO)

AMERICAN SAVINGS & LOAN

EDS - BEI GOLEMBE { BANKING)
CONSULTANTS

GOVERNMENTAL:
FDIC
RESOLUTION TRUST CORP.
FEDERAL SAVINGS & LOAN INSUR. CORP.
FEDERAL HOME LOAN MORTGAGE CORP.
FARM CREDIT BANK
U.S. DEPARTMENT OF EDUCATION,
INSPECTOR GENERAL'S OFFICE
INTERNAL REVENUE SERVICE,
U.S. TREASURY DEPARTMENT
STATE OF TEXAS, SAVINGS & LoaN
DEPARTMENT (REGULATORS)
13 MUNICIPALITIES INCA AND CO
CITY OF NEW ORLEANS, LOUISIANA
FEDERAL RESERVE BANK OF ATLANTA
TANZANIA REVENUE AUTHORITY
U.S. AGENCY FOR INTERNATIONAL

DEVELOPMENT (WASHINGTON. D.C.,

AND Kiev, UKRAINE)
U.S. AR FORCE

JUDGE ADVOCATE GENERAL'S CORPS

~ OFFICE OF SPECIAL
INVESTIGATIONS

AlG

CNA

ST. PAUL INSURANCE COMPANY

LIBERTY MUTUAL INSURANCE CO.

ACADIA INSURANCE CO.

ERIE INSURANCE GROUP

TRAVELERS INSURANCE COMPANY

MILITARY PREMIUM MANAGERS

RELIANCE INSURANCE

INTERNATIONAL TRANSPORT
INTERMEDIARIES CLUB, LTD.,UK

NORTH RIVER INSURANCE CO.

AMERICAN CASUALTY INSURANCE CO.

NATIONAL UNION FIRE INSURANCE CO.

CONTINENTAL CASUALTY INSURANCE CO.

LLOYDS OF LONDON, UK

CRUM & FORSTER MANAGERS

XEROX FINANCIAL SERVICES

THOMAS MILLER & CoMPANY. UK



CORPORATE, CONTINUED...:

FORD MOTOR CREDIT CORP.

CISCO SYSTEMS

[BM — LOTUS DEVELOPMENT

KAWASAKI

WALMART STORES

MCGLADREY & PULLEN, LLP (CPAS)

INTERNATIONAL ACCOUNTING STANDARDS
COMMITTEE FOUNDATION (LONDON)

NAPA AUTO PARTS

DARRYL’S RESTAURANTS

SEARS

HERITAGE MOTELS. INC.

BARRON’S EDUCATIONAL SOFTWARE

CALCO AEROSPACE

RUBY TUESDAY

REMINGTON INVESTMENTS

ALPHA SOFTWARE

PHIVOS KARNAOS (LONDON & MOSCOW)

NETWORK SOFTWARE ASSOCIATES

COMPUTER ASSOCIATES

GEORGE B. KAISER, FORBES 400 LIST

SIMON & SCHUSTER PUBLISHING

CREDITCARE CREDIT COUNSELING

JANCIK CONCRETE SPECIALTIES

KEYTRONICS

CONCORD BoaT CORP.

UKRAINIAN ACCOUNTING REFORM PROJECT

(KIEV. UKRAINE)

NBI SOFIWARE

HOULIHAN'S RESTAURANTS

AMERICAN CONSOLIDATED CREDIT

ZAPADNOE KOLTZE (MOSCOW, RUSS1A)

BENCHMARKING PARTNERS

GARY THARALDSON, FORBES 400 List

BOSTON CREDIT CORP.

MORRISON'S CAFETERIAS

BRODERBUND SOFTWARE

PRENTICE HALL PUBLISHING

SURGENCY

AVTOVAZ (RUSSIA’S LARGEST CAR CO. -
LADA AUTOMOBRES)

AUTOVAZBANK {TAGLIATTI, RUSSIA)

TIMEWORKS SOFTWARE

WORDSTAR

BUTTONWARE SOFTWARE (PC CALC+)
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CHRISTIAN BAY SHIPPING COMPANY

CLIFF'S NOTES PUBLISHING

DATAEASE INTERNATIONAL

ADDSTOR SOFTWARE

KILIMANJARO INTERNATIONAL

CHEMONICS INTERNATIONAL

INSTITUTE FOR STOCK MARKET &
MANAGEMENT {(MOSCOW, RUSSIA)
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PAST PROFESSIONAL MEMBERSHIPS

AMERICAN BANKERS ASSOCIATION

AMERICAN INSTITUTE OF BANKING, CHAPTER OFFICER AND BANK CONSUL

U.S. LEAGUE OF SAVINGS INSTITUTIONS

INSTITUTE OF FINANCIAL EDUCATION, INSTRUCTOR

MORTGAGE BANKERS ASSOCIATION

TEXAS MORTGAGE BANKERS ASSOCIATION

AMERICAN COUNCIL OF STATE SAVINGS SUPERVISORS

AMERICAN BANKRUPTCY INSTITUTE - COMMITTEES: PUBLIC COMPANIES. REAL ESTATE,
INTERNATIONAL, U.C.C., COMMERCIAL FRAUD TASKFORCE. HEALTHCARE.

BOARD OF REALTORS

NATIONAL ASSOCIATION OF HOMEBUILDERS

INTERNATIONAL COUNCIL OF SHOPPING CENTERS

HOoUSTON (TX) CHAMBER OF COMMERCE, ECONOMIC DEVELOPMENT COMMITTEE, 9 YEARS

BOOKS, PUBLICATIONS & NEWS MEDIA
COMPLETE GUIDE TO INCOME PROPERTY FINANCING & LOAN PACKAGING, PRENTICE HaLL. 1984,

SELF-MANAGEMENT: A GUIDE TO CAREER ADVANCEMENT AND DEVELOPMENT, WRITTEN UNDER
CONTRACT FOR PRENTICE HALL, 1985,

COMPLETE REAL ESTATE COMPUTER WORKBOOK, TECHNICAL EDITOR, PRENTICE HALL, 1986.
THE COMPLETE LOAN OFFICERS HANDBOOK, PRESENTLY WRITING.

“MONEY LAUNDERING: A DIRTY BUSINESS,” WHITE-COLLAR CRIME REPORTER, OCT. 1991.
TREASURY MAGAZINE PUBLISHED BY THE ECONOMIST. INTERVIEWED AND QUOTED IN AN
ARTICLE WRITTEN BY A U.S. NEWS AND WORLD REPORT EDITOR.

“HOW You CaN HELP YOUR CLIENT GET A LOAN TO FINANCE REAL ESTATE PROJIECTS.”
PRACTICING ATTORNEY’S NEWSLETTER, APRIL 1984,

“GETTING A GRIP ON CORE DEPOSIT INTANGIBLES,” AMERICAN BANKER NEWSPAPER, 1996.
“THE DOLLARS AND SENSE OF BUSINESS VALUATION,” PUBLISHED ON THE WEBSITE OF THE
AMERICAN BANK ATTORNEYS ASSOCIATION, APRIL 1996,

“PUTTING A CASH VALUE ON A BUSINESS,” INTERVIEWED BY LAWYERS WEEKLY, MAY 6. 1996.
“BUSINESS VALUATION TECHNIQUES.” BUSINESS LOCATOR, MAY 1996.

“VALUING BUSINESSES,” TAB LETTER, TECHNICAL ASSISTANCE BUREAU. JUNE 1096,

“USING BUSINESS VALUE TO ACHIEVE AD VALOREM TAX REDUCTIONS ON COMMERCIAL REAL
ESTATE PROPERTIES,” JOURNAL OF PROPERTY MANAGEMENT, JUNE 1997,

WHAT'S WORKING IN CREDIT & COLLECTION, QUOTED RE: BANK DRAFTS, MARCH 1997.
“MAKING SENSE OF INTERNET STOCK VALUES.” TAB LETTER. JULY 1999,

AFRICA TODAY, EXTENSIVE VIDEO COVERAGE BY REUTERS NEWS AGENCY OF TANZANIA REVENUE
AUTHORITY TRAINING PROGRAM, ARUSHA, TANZANIA. MARCH 11, 2001 AND OTHER DATES.
SRVIEWED BY ITV TELEVISION NETWORK ON THE SUBJECTS OF BANKING, TAXATION.
ECONOMIC GROWTH AND DEVELOPMENT, AND CAPITALISM IN TANZANIA, IN ARUSHA. TANZANIA.
MARCH 16, 2001, AIRED NATIONWIDE ON MARCH |7, 2001, AND SUBSEQUENT DATES.
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THE ATLANTA JOURNAL-CONSTITUTION, INTERVIEWED FOR AN ARTICLE ON BANKING REGULATORY
POLICIES AND PROCEDURES. AND BANKING PRACTICES, AUGUST 21, 2001,

THE ATLANTA JOURNAL-CONSTITUTION, INTERVIEWED FOR AN ARTICLE ON BANKING PRACTICES
AND PROCEDURES TO HELP DETER TERRORISM, SEPTEMBER 19, 2001.

COLLECTIONS & CREDIT RISK, INTERVIEWED REGARDING BANKING PRACTICES, SEPT. 20. 2001,
THE ATLANTA JOURNAL-CONSTITUTION, INTERVIEWED FOR AN ARTICLE ON BANKING PPRACTICES
AND PROCEDURES INVOLVING FUNDS TRANSFERS AND MONEY LAUNDERING BY TERRORIST GROUPS.
SEPTEMBER 21, 2001.

THE BALTIMORE SUN, INTERVIEWED FOR AN ARTICLE REGARDING CONSIDERATIONS FOR THE
FUTURE OF ALLIED IRISH BANKS, PLC’S, AMERICAN SUBSIDIARY ALLEIRST BANK. MAY 30, 2002.
THE ATLANTA JOURNAL-CONSTITUTION, INTERVIEWED FOR AN ARTICLE ON THE EFFECTS OF THE
StPT. 11,2001, TERRORIST EVENTS ON BANKING PRACTICES AND PROCEDURES, AUGUST 29, 2002.
CREDIT AND COLLECTIONS WORLD MAGAZINE AND WEBSITE, INTERVIEWED REGARDING BANK
ACCOUNT OPENING PRACTICES AND IDENTITY THEFT, SEPTEMBER 20, 2002,

QUTSIDE THE LINES TELEVISION SHOW AND ESPN.COM WEBSITE, INTERVIEWED REGARDING
IDENTITY THEFT MATTERS. NOVEMBER 1 - 3,2002.

LENDING INTELLIGENCE MAGAZINE AND WEBSITE, INTERVIEWED REGARDING LENDING PRACTICES
AND INTEREST RATES. NOVEMBER 25, 2002,

NBC EVENING NEWS, INTERVIEWED REGARDING IDENTITY THEFT, NOVEMBER 25, 2002,

LENDING INTELLIGENCE MAGAZINE AND WEBSITE. INTERVIEWED REGARDING CREDIT SCORING AND
LOAN APPROVAL POLICIES AND PROCEDURES. DECEMBER 10, 2002.

CHARLOTTE OBSERVER NEWSPAPER, INTERVIEWED REGARDING BANK BRANCHING AND OPERATIONS
POLICIES, JANUARY 21, 2003.

STREET & SMITH'S SPORTSBUSINESS JOURNAL, INTERVIEWED REGARDING BUSINESS ETHICS AND
CORPORATE GOVERNANCE ISSUES INVOLVING THE U.S. OLYMPIC COMMITTEE’'S CHIEF EXECUTIVE
OFFICER, FEBRUARY 25, 2003.

FasiLy FINANCES COLUMN THAT APPEARS IN THE BOSTON HERALD. THE PITTSBURGH POST
GAZETTE, THE PALM BEACH { FL} DAfLY NEWS, AND SOME SCRIPPS HOWARD NEWSPAPERS.
INTERVIEWED REGARDING CREDIT CARD DEBT MATTERS. SEPTEMBER 23, 2003.

THE DENVER POST. INTERVIEWED REGARDING BANKING ECONOMICS AND BANK BRANCHING
JANUARY 21, 2004. ARTICLE APPEARED FEBRUARY 8, 2004,

MORTGAGE LENDING COMPLIANCE ALERT, INTERVIEWED REGARDING HOUSING MARKET OUTLOOK.
ECONOMIC AND INTEREST RATE OUTLOOK, AND LENDER PROFITABILITY STRATEGIES. FER. 2004,
CFA (CHARTERED FINANCIAL ANALYST) MAGAZINE, PUBLISHED BY THE ASSOCIATION FOR
INVESTMENT RESEARCH, NOW KNOWN AS THE CFA INSTITUTE, A PROFESSIONAL ORGANIZATION
FOR STOCK ANALYSTS. INTERVIEWED REGARDING BUSINESS ETHICS AND CORPORATE
GOVERNANCE ISSUES. MAY 2004,

CONTINENTAL MAGAZINE. INTERVIEWED REGARDING BANKING AND ITS EFFECT ON ECONOMIC
RESURGENCE, ESPECIALLY ASIT RELATES TO IRELAND. JULY 6. 2004,

EUROPEAN BUSINESS SCHOOL. INTERNATIONAL UNIVERSITY: SCHLOG REICHARTSHAUSEN,
GERMANY. INTERVIEWED REGARDING INTELLECTUAL PROPERTY AND BUSINESS VALUATION
TECHNIOQUES. JULY 24, 2004,

SAN FRANCISCO{CA) DALY JOURNAL, A LEGAL NEWSPAPER. QUOTED REGARDING THE ALLEGED
BANK FRAUD AND CREDIT CARD FRAUD FACTORS RELATED TO ALLEGED GUANTANAMO BAY,
CuBa, U5, AIR FORCE TRANSLATOR SPY AHMAD AL HALABL JULY 28. 2004,
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MORTGAGE LENDING COMPLIANCE ALERT, PROVIDED DIRECTION TO A BANK ON THE PROPER WAY
TO HANDLE AN ATTEMPTED FRAUDULENT INTERNATIONAL WIRE TRANSFER. SEPTEMBER 30, 2004,
SMALL BUSINESS TIMES, PROVIDED INFORMATION CONCERNING BUSINESS VALUATION ISSUES.
SEPTEMBER 30, 2004,

MORTGAGE LENDING COMPLIANCE ALERT, INTERVIEWED REGARDING THE BANK SECRECY ACT AND
SUSPICIOUS ACTIVITY REPORTS (SARS). OCTOBER 12, 2004.

MORTGAGE LENDING COMPLIANCE ALERT. PROVIDED INPUT FOR AN ARTICLE CONCERNING
COMPLIANCE WITH THE RULES AND REGULATIONS OF LENDING. NOVEMBER 4, 2004,

PATENT

ON JuLy 8, 2002, THE UNITED STATES PATENT & TRADEMARK OFFICE REGISTERED A
PROVISIONAL PATENT TO DON COKER FOR A BUSINESS PROCESS FOR IMPROVING THE PREVENTION
AND DETECTION OF FINANCIAL FRAUD INVOLVING PERSONAL AND BUSINESS CHECKS, CASHIER'S
CHECKS, POSTAL AND COMMERCIAL MONEY ORDERS, LETTERS OF CREDIT, BILLS OF EXCHANGE,
DRAFTS, AND MANY OTHER TYPES OF FINANCIAL INSTRUMENTS. ON JuULY 1, 2003, THE FORMAL
PATENT APPLICATION WAS FILED. THIS PATENT 1$ BEING ACTIVELY MARKETED AT THIS TIME.

CIVIC ACTIVITIES

KATY SCHOOL DISTRICT (HOUSTON SUBURB), TRUSTEE, ELECTIVE POSITION.

U.S. ARMY RESERVE. 1966-1968. OFFICER TRAINING, FT. BRAGG, NC: HONORABLE DISCHARGE.
NOTTINGHAM COUNTRY CiVIC CLUB, OFFICER, 1,500 FAMILY NEIGHBORHOOD ASSOCIATION.
SUNDAY SCHOOL TEACHER, USHER, HOST.

EDUCATION
COLLEGE:
UNIVERSITY OF ALABAMA, BACHELOR OF ARTS DEGREE. 1968.

AWARDS AND ACTIVITIES: GOLD MERIT KEY AWARD FOR QUTSTANDING SERVICE TO THE
UNIVERSITY, OUTSTANDING ARMY ROTC PLATOON LEADER AWARD, NUMEROUS PUBLICATIONS
ACTIVITIES, APARTMENT MANAGER.

UNIVERSITY OF ALABAMA, 1968; UNIVERSITY OF HOUSTON. 1973, POST-GRADUATE WORK IN
FINANCE, ECONOMICS, VALUATION, REAL ESTATE, ACCOUNTING. AND LAW,

SPRING HILL COLLEGE. MASTERS DEGREE-LEVEL LIBERAL ARTS AND ETHICS COURSEWORK.
SOUTHERN METHODIST UNIVERSITY, COMMERCIAL REAL ESTATE FINANCE AND SECURITIES.
SECONDARY:

UNIVERSITY MILITARY SCHOOL. MOBILE. AL, 12 YEAR PREP DAY SCHOOL. GRADUATED 1963,
AWARDS AND ACTIVITIES: OUTSTANDING STUDENT IN ENGLISH, MILITARY AWARDS. SCHOOL
PUBLICATIONS.

OTHER PROFESSIONAL EDUCATION:
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AMUERICAN BANKERS ASSOCIATION - AMERICAN INSTITUTE OF BANKING: FINANCIAL STATEMENT
ANALYSIS, CORPORATE FINANCE, BANK INVESTMENTS, PRINCIPLES OF BANK OPERATIONS, BANK
MANAGEMENT. TRUSTS.

NATIONAL INSTITUTE OF REAL ESTATE BOARDS, COMMERCIAL REAL ESTATE FINANCE,
INTERNATIONAL COUNCIL OF SHOPPING CENTERS, SHOPPING CENTER FINANCE.

NATIONAL HOSPITAL ASS'N., 1-WEEK WORKSHOP, HEALTHCARE ENTITY FINANCE & VALUATION.
MORTGAGE BANKERS ASSOCIATION, TWO WORKSHOPS: MULTI-FAMILY AND SFR LENDING.
FEDERAL HOME LOAN BANK OF DALLAS, TRAINING WORKSHOPS ON FINANCIAL INSTITUTION
MANAGEMENT. LENDING, INVESTMENTS, OPERATIONS. ET. AL.

TEXAS SAVINGS & LOAN DEPARTMENT, TRAINING WORKSHOPS ON FINANCIAL INSTITUTION
MANAGEMENT, LENDING, INVESTMENTS. OPERATIONS, ET. AL.

FEDERAL HOME LOAN MORTGAGE CORP.. REAL ESTATE FINANCING WORKSHOP.

FROST BANK, ADVANCED CREDIT ANALYSIS AND BUSINESS FINANCE.

FIRST NATIONAL BaNK OF MOBILE, AL (NOW AMSOUTH BANCORPORATION), FINANCIAL
STATEMENT ANALYSIS, BUSINESS FINANCE, BANK INVESTMENTS, CREDIT CARD OPERATIONS,
DEPOSIT OPERATIONS, BANK MANAGEMENT, TRUSTS.

GIBRALTAR SAVINGS ASSOCIATION {NOW BANK OF AMERICA), COMMERCIAL REAL ESTATE
FINANCE, VALUATION. JOINT-VENTURES.

CITICORP, BUSINESS, CORPORATE AND REAL ESTATE FINANCE. VALUATION, DEPOSIT PRODUCTS,
INVESTMENTS.

SOUTHWEST BANCSHARES (NOW BANK ONE) BUSINESS FINANCE AND REAL ESTATE INVESTMENTS.
COMMERCIAL CREDIT CORP. (NOW CITIGROUP), ONE-WEEK CORPORATE MARKETING
CONFERENCE COVERING IN-DEPTH TRAINING IN ALL FINANCIAL PRODUCTS. PLUS 28 CDC
LEARNING CENTER COURSES (EQUIVALENT TO 45 SEMESTER HOURS) IN BUSINESS AND ECONOMIC
SUBJECTS.

PROFESSIONAL BACKGROUND SUMMARY

20+ YEARS EXPERIENCE IN MANAGEMENT AT BANKS. SAVINGS & LOANS. CREDIT COMPANIES,
MORTGAGE BANKING COMPANIES, AND A GOVERNMENTAL FINANCIAL INSTITUTION REGULATORY
AGENCY. POSITIONS HELD INCLUDE BOARD OF DIRECTORS MEMBER, EXECUTIVE VICE PRESIDENT,
SENIOR VICE PRESIDENT. MANAGER OF LENDING. MANAGER OF MORTGAGE BANKING.
REGULATORY SUPERVISORY AGENT {TANTAMOUNT TO CEQ). COMMITTEE MEMBERSHIPS
INCLUDED LOAN COMMITTEE, EXECUTIVE COMMITTEE. AUDIT COMMITTEE, AND PENSION PLAN
TRUSTEE. SERVED AS A CORPORATE OFFICER OF VARIOUS FINANCIAL INSTITUTION SUBSIDIARIES.
MANAGEMENT RESPONSIBILITIES INCLUDED AS MANY AS 300 PEOPLE [N 22 LOCATIONS
NATIONWIDE IN TEN STATES AND S1 BILLION IN GROSS ASSETS. DIRECTLY RESPONSIBLE FOR
ORIGINATING OVER 36.000 LOANS OF ALL TYPES TOTALING OVER $3 BILLION. REVIEWING
OVER25,000 REAL ESTATE APPRAISALS, AND REVIEWING WELL OVER 100,000 FINANCIAL
STATEMENTS AND CREDIT REPORTS.
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OTHER PROFESSIONAL ACTIVITIES

CONSULTANT ON VARIOUS ECONOMIC, VALUATION, REAL ESTATE, MARKETING., AND BANKING
MATTERS FOR CLIENTS IN 44 STATES AND SEVERAL FOREIGN COUNTRIES.

EXPUERT WITNESS, FOR PLAINTIFF AND DEFENSE, LISTED IN THE ASSOCIATION OF TRIAL LAWYERS
OF AMERICA’S AND THE DEFENSE RESEARCH INSTITUTE'S DATABASES OF RECOMMENDED
CONSULTANTS, PLUS STATE AND LOCAL DATABASES IN AT LEAST 18 STATES AND CITIES.
APPROVED REGISTERED U.S. GOVERNMENT CONTRACTOR.

PHILLIPS COLLEGE, FORMER ADJUNCT PROFESSOR OF BUSINESS.

INSTITUTE OF FINANCIAL EDUCATION, APPROVED INSTRUCTOR FOR THE EDUCATIONAL ARM OF THE
U.S. LEAGUE OF SAVINGS INSTITUTIONS.

PRENTICE HALL PUBLISHING, SIMON & SCHUSTER. PARAMOUNT COMMUNICATIONS, TECHNICAL
EDITOR AND CONSULTANT ON BANKING AND REAL ESTATE SUBJECTS.

HOLIDAY INN AND RODEWAY INNS, LENDER ADVISORY PANELS.

NOVICK’S MONEY MARKET SEMINARS, PANELIST.

NATIONAL DIRECTORY OF CORPORATE DISTRESS SPECIALISTS. APPROVED MGT. CONSULTANT.
LICENSED SPORTS AGENT, APPROVED BY THE NCAA. MAJOR LEAGUE BASEBALL PLAYERS
ASSOCIATION, AND THE AL ATHLETE AGENTS REGULATORY COMMISSION.

AMERICAN ARBITRATION ASSOCIATION, APPROVED PROFESSIONAL COMMERCIAL ARBITRATOR.
STATE OF TEXAS REAL ESTATE COMMISSION, APPROVED INSTRUCTOR AND WRITER OF COURSES.
TEXAS REAL ESTATE BROKER'S LICENSE HELD FOR OVER TEN YEARS.

RECOGNITION IN BIOGRAPHICAL REFERENCE BOOKS

WHO'S WHO IN AMERICA, 52 - 58" EDs.

WHO'S WHO IN THE WORLD. 12716 Eps.

WHO'S WHO IN FINANCE & INDUSTRY. 26™ - 29*" AnD 33*” EDs.

WHO'S WHO IN MEDICINE & HEALTHCARE, 1% - 4™ Eps,

WHO'S WHO IN THE SOUTH & SOUTHWEST, 21%' — 31" EDs.

DIRECTORY OF DISTINGUISHED AMERICANS, 5™ ED.

WHO'S WHO REGISTRY OF GLOBAL BUSINESS LEADERS, 1993 - 1994 ED.
WHO'S WHO OF EMERGING LEADERS OF AMERICA, 3" ED.

WHO'S WHO REGISTRY OF BUSINESS LEADERS, 1994 ED.

PERSONALITIES OF AMERICA, STH ED.; PERSONALITIES OF THE SOUTH, 14™ ED.
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EMPLOYMENT HISTORY

1986 - PRESENT: BANKING, MANAGEMENT & ECONOMIC CONSULTANT, MOBHLE. AL,
CONSULTING ASSIGNMENTS COVERING A BROAD RANGE OF ACTIVITIES SUCH AS GOVERNMENTAL
REGULATORY OVERSIGHT. INTERIM MANAGEMENT. BUSINESS & ASSET VALUATION. INTANGIBLE
ASSET ISSUES. BANK INCOME TAX ISSUES. MERGER & ACQUISITION ASSISTANCE, DUE DILIGENCE,
BUSINESS PLANS, MANAGEMENT ADVICE, WRITING & EDITING BUSINESS BOOKS, FEASIBILITY &
MARKETING STUDIES & ADVICE, TRAINING & EDUCATIONAL ACTIVITIES: AND EXPERT WITNESS
ENGAGEMENTS COVERING ALL AREAS OF BANKING, VALUATION, SECURITIES, ECONOMICS, TRUSTS
& ESTATES, REAL ESTATE, INTERNATIONAL, MANAGEMENT, FINANCE, AND BUSINESS.

1985 - 1986: EXECUTIVE VICE PRESIDENT, MANAGER OF LENDING & MORTGAGE BANKING,
BOARD OF DIRECTORS MEMBER, HOME SAVINGS (NOW CITIGROUP), HOUSTON, TX. NUMBER
Two EXECUTIVE., HEAVILY INVOLVED IN INVESTMENTS & DEPOSIT ACTIVITIES. OFFICER OF
SEVERAL SUBSIDIARY COMPANIES. MEMBER OF LOAN COMMITTEE, EXECUTIVE COMMITTEE,
AUDIT COMMITTEE, ET. AL, RESTRUCTURED THE MANAGEMENT RESPONSIBILITIES OF SEVERAL
DEPARTMENTS, INCREASING PRODUCTION, EFFICIENCY, AND STAFF UTILIZATION. COMPLETED A
$54 MILLION COLLATERALIZED MORTGAGE OBLIGATION LOAN SECURITIZATION TRANSACTION
THROUGH SALOMON BROS.

1984 - 1985: SENIOR VICE PRESIDENT, MANAGER OF LENDING. FIRST FEDERAL SAVINGS (NOW
GUARANTY BANK), SAN ANTONIO, TX. MANAGER OF ALL LENDING & MORTGAGE BANKING.
NUMBER TwO EXECUTIVE. HEAVILY INVOLVED IN INVESTMENTS & DEPOSIT ACTIVITIES.
INCREASED LENDING ACTIVITIES 40% IN ONE YEAR WHILE REDUCING DELINQUENCIES, ALL
WITHOUT ADDING TO HEADCOUNT.

1983 - 1984: SOUTHWEST REGIONAL MANAGER, FORD MOTOR CREDIT CORP., HOUSTON, TX.
MANAGER OF COMMERCIAL REAL ESTATE FINANCE, AND SOME FINANCING WITH DEALERS.

1977 - 1983: REGIONAL MANAGER. COMMERCIAL CREDIT COMPANY (NOW CITIGROUP),
HOUSTON. TX. MANAGER OF COMMERCIAL AND RESIDENTIAL REAL ESTATE FINANCING FOR THE
SOUTHWEST., AND FORMALLY TRAINED & INVOLVED IN ALL FINANCIAL PRODUCTS OFFERED BY THE
$7 BILLION COMPANY. CHOSEN TO OPEN THE COMPANY’S FIRST COMMERCIAL REAL ESTATE
LENDING FIELD OFFICE. RECEIVED THE COMPANY'S LARGEST BONUS EVER AWARDED, TWICE.

1974 - 1977: MANAGER OF COMMERCIAL REAL ESTATE LENDING AND MORTGAGE BANKING,
SOUTHWEST BANCSHARES (NOW BANK ONE), HousToN, TX. ALSO INVOLVED IN THE
ORIGINATION AND  ADMINISTRATION OF CONSTRUCTION LOANS, DEPOSIT & INVESTMENT
ACTIVITIES FOR LENDING CLIENTS INCLUDING WEALTHY FOREIGN NATIONALS, CORPORATE &
PERSONAL LENDING, AND CREDIT CARD OPERATIONS, CREATED AND MANAGED A COMMERCIAL
MORTGAGE BANKING ENTITY FOR A MULTI-BANK HOLDING COMPANY.,

1973 - 1974 ASSISTANT REGIONAL MANAGER & ASSISTANT TREASURER. CITICORP REAL
ESTATE. HOUSTON, TX. MORTGAGE BANKING AND CONSTRUCTION LENDING EOR CITIBANK. NLA.
(NY), AND DEPOSIT & INVESTMENT ACTIVITIES FOR WEALTHY FOREIGN CLIENTS.  HELPED
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ESTABLISH A NEW OFFICE IN HOUSTON, INCLUDING STAFFING AND THE ESTABLISHMENT OF
OPERATING POLICIES & PROCEDURES. PRIMARY TERRITORY COVERED SEVEN STATES. AND
OPERATED NATIONWIDE & INTERNATIONALLY.

1972 - 1973 LOAN OFFICER & MANAGER OF LENDING DEPARTMENT, GIBRALTAR SAVINGS {NOW
CITIGROUP), HOUSTON, TX. AT AGE 26, MANAGED THE DAY-TO-DAY OPERATIONS OF TEXAS'
LARGEST S&L (55TH LARGEST IN THE US.)). HANDLED CONSTRUCTION & SUBDIVISION
DEVELOPMENT LOANS. JOINT-VENTURES, AND HIGH-VOLUME BUILDER ACCOUNTS, COMPLETED &
IMPLEMENTED  SEVERAL  WORKFLOW  EFFICIENCY IMPROVEMENT PROJECTS FOR  VARIOUS
DEPARTMENTS.

1968 - 1972: FIRST NATIONAL BANK OF MOBILE (NOW AMSQUTH), MOBILE, AL.. MORTGAGE
AND REAL ESTATE SPECIALIST IN THE TRUST DEPARTMENT. TRAINED AND WORKED IN ALL AREAS
OF THE BANK INCLUDING CHECKING & SAVINGS, CREDIT, CORPORATE LENDING, PERSONAL
LENDING, OPERATIONS, CHECK PROCESSING, AUDIT, INTERNATIONAL, INVESTMENTS, TRUSTS &
ESTATES, CORPORATE PENSION PLAN MANAGEMENT, PORTFOLIO MANAGEMENT, STOCK TRANSFER,
CORPORATE BOND TRUSTEE, BANK SECURITY, CREDIT CARD OPS, AND FUNDS TRANSFERS.
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ADDENDUM TWO

ParThreeFinancial, Inc. BANKING INFORMATION
Giving Average Investors Superior Returmns PAR THRFF FINANCIA] " INC
supportivpariheesinoncicloom s www ParTrresfinancimcan » Tel T02.471 6933 » Fox 702,47 16983 » Tolt Free: 877 5334400

BANK WIRING INSTRUCTIONS

Bank of America

5950 W. Sahara Ave.
Las Vegas, NV 89146

ABA Routing

026009593

Name of Account

Par Three Financial, Inc.

Account Number

004961842578

Par Three Financial, inc. « 101 Caonvention Center Drive. Suite 850 « Las Vegas, NV 89109
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Por Three Financial, Inc. « 101 Convention Center Drive, Suite 830 » Las Vegas, NV 89109
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ADDENDUM FOUR

NEWSPAPCR ADS

San Francisco Chronicle

& Hearst Newspaper

The San Francisco Chronicle
901 Mission Street
San Francisco, CA 94103

Emailed Completion Notification

To: PAR THREE FINANCIAL
Company:
Fax #:

From:LEVY, RONALD

Customer Sales Representative
Phone:
Toll Free: 1-866-732-1766
Fax:

San Francisco Chronicle, Classified Dept., 901 Mission St., San Francisco, CA
94103
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Barry Minkow

From: Barry Minkow [minkow@integrity.com]
Sent:  Wednesday, January 12, 2005 3:41 PM
To: Minkow

Subject: Ad copy

-—---Original Message-----

From: Chuck Hood [mailto:chood@seattietimes.com]
Sent: Tuesday, January 11, 2005 8:39 AM

To: minkow@integrity.com

Subject: Ad copy

This is what ran 11/16/03 fo 4/28/04.

fvanced i.e'nd'in'g-.
24% PER YEAR ROl

Established Lending company
paying 2%/mo refurn on
secured inv. $10K Minimum,
MW Coll 877-533-6600 M

Chuck F. Hood

Seattle Times -representing the Seattle Post Intellignecer
Classified Customer Sales

2066526517 | f:206-493-0866

W www.nwelassifieds.com

172072005
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ADDENDUM FIVE
ON-LINE ADS

InetCGiant.com
offers Fre

All free classified ads are posted instantly! No
watting for approval. No confusing or time
consuming sign up process. fust register and select
your personal username and password, then login
and go from there. You can edit your free classified
ad when ever you feel. Choose from a range of
extra optional features: Featured Ads, Boid Titling,
Premiere Ad, Option to add an icon with Classified
Ad, and Option 1o upload your own image or photo
with your free Classified Ad.

VIEW ALL CLASSIFIEDS POSTED BY John MacKenzie

‘ Classifieds 1 - 11 of 11

£ NG OB ) e VSO L

Viewed Today : 1 | Total Views : || Expires on : N 1
3/31/2004

Visit Par Three Financial, Inc. at www parthreefinancial com,
or my secondary website at www.angelfi. . more

o Parcanal O

wih& Help >

=0 e B o s v iy UG

Viewed Today : 1 Total Views - 3 Expires on %
3312004

Visit Par Three Financial, fne. at www parthreefinancial.com,
or my secondary website at www angelfi | mors




248 mon Your Investemeny '

Viewed Todav : 1| Total Views: 2! Expires on ‘ﬁ
3312004

Visit Par Three Financial, Inc. at www parthreefinancial com,
or my secondary website at www.angelfi.. o

2l Money > Venture ¢

LTty INCRULEL Wi T wul 1VESLSHICIn &

Viewed Today : 2 | Total Views : 6 | Expires on w
3/31/2004

Visit Par Three Financial, Inc. at www parthreefinancial com,
or my secondary website at www.angelfi... more

Home > Financial’Moeney > Monev to Lend >

2 U L O VSIS L

Viewed Today : 1| Total Views : 4 | Expires on : ¥
3/31/72004

Visit Par Three Financial, Inc. at www parthreefinancial.com,
or my secondary website at www.angelfi... more

Home > Financial 'Money > Mortgage Services >

£F 20 INCLUETE OFE LW e SIS

Viewed Today : 1 { Total Views : 1 | Expires on : i |
3/3172004

Visit Par Three Financial, Inc. at www parthreefinancial.com,
or my secondary website at www.angelfi... more

Home > Business Services > B & Professional Sry

TR NN T e eV O L

Viewed Today - 1! Total Views : Ui Expires on
373172004 ‘ﬁ

Visit Par Three Financial, Inc. at www parthreefinancial com
ormy %condaw website at www, an%lii PR
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IV R 7% CrayY oAk e §Re Yoves My k R TN s PR 2 T
INCSS DIOperiumines oannereins Loneyime s o

Home » R

T 55 ERNFREREIE S S N A S §§h§w\\i\~§{§&f§!s ..
Viewed Todav : 1, Total Views : 3 Expires on: %
3731/2004

Visit Par Three Financial, Inc. at www parthreefinancial.com,

or my secondary website at www angelfi... mare

Home > Business Opportunities > Ins estors Wanted >

=t gsndudio un Loal dnviebanem L

Viewed Today : 1 ' Total Views : 4 | Expires on : %
3/3172004

Visit Par Three Financial, Inc. at www parthreefinancial.com,
or my secondary website at www.angelfi... more

Home > Business Opportunities > Business Opportunitiey >

ST ANLEMO S LW vl

Viewed Today : 1| Total Views : 1 | Expires on: b
3/31/2004

Visit Par Three Financial, Inc. at www parthreefinancial.com,
or my secondarv website at www.angelfi. . more

Home > Business Opportunities > Money: Making Opportunities

~.
=

24% Return on Your Investement !

Viewed Today : 0| Total Views : 0! Expires on . Y
3/31,2004

Visit Par Three Financial, Inc. at www parthreetinancial.com,
or my secondary website at www.angelfi... -

Classifieds 1 - 11 of 11
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24% Return on Your Investement !!!

H

2 Business Onoortenger Dmanen! viewang ad

Ad ID#: 175061 Ad Views: 5 NMore ke thys
Seller D= 97436 Expires: 22 March 2004 S oo e
Price: Unspecified Seller Area: Nevada Reph wad

Visit Par Three Financial, Inc. at w w w parthreefinancial com, or my secondary
website at w w w angelfire com/nv2/par3 for more information about making your
moneyv work for vou! minimum 2% per month or 24% per year

USFreeads
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ADDENDUM SiX

. PUBLIC RECORDS

mvcReea partreslinaneial SoTYmoratg s ORI Nt
Par3
SUCCESS

Michael Potter

James W Long

florida, ca nevada, utah UCC

nexis on company and potter and long

Electronic Receipt — Thank You

Account Number: woH e

Order Number: D71UBEK3BAJINEPMCNL3JWGP614
Authorization Number: 540637

Date & Time: 1/13/72005 3:29:37 aM

Credit Card Type: Visa

Expiration Date: 2/0¢6

Product: INCCFeopleNews

Cost: $3.00

Sales / Usage Tax: 50.00

Total Cost: $3.00

Electronic Receipt — Thank You =

Account Numbet: >R

Order Number: E1PGOJIFNUSBMEKDOOWBKXPO3UCE
Authorization Number: 538670



Cost: 1,00
Sales : Usage Tax: 30,50
Total Cost: 31,00

Electronic Receipt - Thank You &

Account Number: A

Order Number: WOB3DIDMIEPLONLOBLTATOVRL
Authorization Number: 418568

Date & Time; 1/13/2005 3:06:03 AM

Credit Card Type: Visa

Expiration Date: 2/06

Product: LNCCUCCFiiings

Cost: 31.00

Sales / Usage Tax: 3C.00

Total Cost: $1.060C

2. Electronic Receipt - Thank You, . %
, Account Number:, | =~»>

Order Number:, |, 93700167329
Authorization Number:, , 235253

Credit Card Type:,
Expiration Date:, ,2/C
Product;, | LNCIG

Cost;, ,33.3C
Sales / Usage Tax:. , 3
Total Cost:, L $3.00

Account Number: * « -« Order Number:
Authorization Number: = 074

Date & Time:
/7~ Product

Uz : Exparation Date
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Cost. 33,20 Sales. Usage Tax: $¢. 00 Total Cost: £2. 00

Type: CorporationFile Number: C29483-1998S8tate: NEVADA Incorperated On:
December 17, 1998Status: Current list of officers on fileCorp Type: RegularResident
Agents NEVADA CURPURA L A J0eARTeRS Mt (Accepted)Address: 101
CONVENTION CENTER DR #700 LAS VEGAS NV89109- President:DONALD D
MERRITT Address: PO BOX 27740 LAS VEGAS NV89126- Secretary:DONALD D
MERRITT Address: PO BOX 27740 LAS VEGAS NV89126- Treasurer:DONALD D
MERRITT Address: PO BOX 27740 LAS VEGAS NV89126-

Record Type: RESIDERTIAL SCOIRCE TWO

Name: MERKITT DONALD o
Added: 0%/30/z004
Status: Current

Address: 5400 N CARSON sT
CAKSON CITY, NV 88703

County:

Phone: (775) 885-1XXX

Database: MZRLIN
Data Through:
Record Type:
Business:

SIC:

Address:

County:
Phone: (702) 471-6933

Copyright 2004 Experian Information Solutions, Inc.
Experian Business Reports

Name: PAR THREE FINANCIAL INC

Address: 10 CONVENTION CENTER DR STE 7
LAS VEGAS. NV 89109

Telephone: 702-284-5683

Experian File Number: Y1969{524
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B R ‘RxDE s Seded e de
wiksik TRADE PAYMENT EXPERIENCES s

{TRADE LINES WITH AN "' AFTER DATE ARE NEWLY REPORTED)

RECENT ~  ~=—=—=—~ ACCOUNT STATUS ~-www-
HIGH ~DAYS PAST DUE-
BUSINESS CREDIT BALANCE 1- 31~ 81~
CATEGORY $ 3 CUR 30 60 80 91+
AIR TRANS iols!
Fayment Terms:
e 20

Footnotes:
+ IN FIRST COLUMN INDICATES COMPANY IS PAYING FASTER THAN THE
INDUSTRY NORM;
- IN FIRST COLUMN INDICATES COMPANY [S PAYING SLOWER THAN THE
INDUSTRY NORM;

= IN FIRST COLUMN INDICATES THE COMPANY PAYS THE SAME AS THE
INDUSTRY NORM.

<> SIGNS INDICATE TRUE HIGH CREDIT OR BALANCE IS < OR » AMOUNT
SHOWN

sxskxk TRADE PAYMENT TOTALS #¥k%*

RECENT ~=weem ACCOUNT STATUS -—----
HIGH ~-DAYS PAST DUE-
CREDIT BALANCE i~ 31- 8l-

3 S CUR 30 80 90 91+

s PAYMENT TRENDS %5
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(BASED ON CONTINUOUSLY REPORTED TRADE LINES)

~DAYS PAST DUE-

report date

BUSINESS RALANCE 1- 31~ 61~
DRT S CUR 30 60 80 91+
T30 100
09/04: N/A D300 100
T8/04 N/RA 230
G N/E 200
c6/04 N/A z
wrssokk PAYMENT HISTORY - QUARTERLY AVERAGES ##k#sk
~DAYS PAST DUE-
RALANCE i-  31- 61~
DBT $ CUR 30 60 30 91+
3R~ 04 N/R ZL0 100
NiE ;
I8T-0-04 N/R 3
NSA o
NSA J
xwksiek INQUIRIES #%% 5%
Date # Inquiries 8 months prior to
SIC Description 1 1 2 3 4 5 6 7 8
Zhat FINABNCE 12,04 1

STATUS
LAPSED

BATE
HID1/1097

12704

FILED EXPIRES

10/01/2002

FILINGS COMPLETED THRU
014062008

G7000022157

g

SUNMARY FOR
FELING
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Current Sceured Parties
NAME & ADDRESS

COMPASS BANK
76 8§ LAURA ST JACKSONVILLE FL 32202

ManL >

DEBIGR PAR“&S V - Currest Dobtor Pasrties |

NAME & ADDRESS

PAR THREE INC
4121 SHOAL CREEK LN EAST JACKSONVILLE FL 32225

PRICE CHARLES B
920 ORIENTAL GARDENS RD JACKSONVILLE FL 32207

Copyright 1997 News & Record (Greensboro, NC)
News & Record (Greensboro, NC)

June 22, 1997, Sundav, ALL EDITIONS
SECTION: BUSINESS, Pg. E3
LENGTH: 930 words
HEADLINE: INCORPORATIONS
BODY:
The State Corporation Commission has issued these businesses charters between Aprit 1,
1997, and April 30, 1997. In parenthesis the company's registered agent:

GUILFORD COUNTY

Browns Summit. Millenmum Management LLC (M. Kenneth Doss), Parkwood Group
Inc. (Alfred ] Colanero);

Gibsonville Inventive Internet Technologies Inc ¢ Scott Muldery:
Greensboro' A Plus Lawn Inc. (dtunter Wangy, A B.&J Senvice Providers Inc (James F

Joveey, A HMA L Lid. (Angela L. Hunty, Aaron Andersen Web Professionals Inc.
{Martthew G. Mijunic), Academy of Spoiled Babics Inc (Jacqueline Casterlowy:
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Admunistrative Support Network Inc. (Chen! R. Humphries); Affordable Senior Kare
Inc. {Kenneth R. Jacobson); A Healthy Start Inc. (Manlin M. Chee); Airborne
Metalworks Inc. {Dave Gordon); Ala Carte Accents For the Home Inc. (Gary G. Ash);
American Metal Supply Inc. (David K. Richardson): American Unified Mortgage Inc.
{N.C. Search Inc.): Arborgate Inc. {Larry Dail). BG R & R Inc. {Woody Willard Wolfe),
B&J Billards;Lounge Inc. (Kendall Brumby); Barbara C. Hild & Associates Inc. (Barbara
Clark Hild); Bay Point L. C. (Richard M. Greene); Blue Ridge Remodeling Heating &
Air Conditioning Inc. (Tammy Jo Bryant), Bluethenthal Family Fund (Arthur
Bluethenthal). Boyd Photography Inc. (Larry R. Boyd); Brute Cleaning Service Inc

(John W, Quick); Cabin Creek Consortium LLC (William L. Tankersley IH); Carolina
Tennis Academy Inc. (Oscar E. Blacutt); Carr-Powell Properties LLC (Vernon B.
Powell); Cartell Inc. (April Lynn Lattig); Certified Lock Inc. (Thomas Alan Jeffries);
Chatham Acquisition Inc. (Charles T. Hagan 1ll); Colonial Home Improvemnt Co. Inc.
(Charles Livingston Harris); Computer Net of Raleigh Inc. (Tim Sessoms). The
Computer Resource Group Inc. (Shannon B. Hill}; Concrete Construction Co. Inc. (Leo
Davidson); Con-Equip of the Carolinas Inc. (William Guy Roof); Comerstone Village
Properties LLC (Steven D. Bell); Corporate Consulting Inc. (Joseph V. Green); Crane
Point LLC {John R. Barlow), Crown Battleground LLC (Royce O. Reynolds);, Crown
Used Car Mall LLC (Rovee O. Revnolds); Currahee Disease Mangement Services Inc.
{John H. Small); Dale Wood Designs Inc. (Nancy J. Adkins); The Dan Otiaviano
Foundation Inc. (Bradley L. Jacobs); Darco Enterprises Inc. (Darwin A. Nelson). DBM
Group Inc. (Donald R. Vaughan); DLS Clemmons LLC (Desmond G. Sheridan);, DLS
Millwood LLC (Desmond G. Sheridan); Dream Cars Ltd. (Terrell Raynor); Doug York
Construction Inc. (N.C. Search Inc.): E.J. Oddono Jr, M.D., P.A. {(Emest John Oddono
Jt }; Earth Shapers Inc. (John D. Amos};, East White Oak Missionary Baptist Church Inc.
{Benjamin W. Mittman Sr.); Efird - Gwinn Architects P.A. {(Gregory S. Williams); Eleite
Technologies Inc. (Paul M. Leite); Elliott, Nelson Inc. (Charlie Elliott): Evolution
Marketing Inc. (Daniel Forlano); Eye Center Pharmacy LLC (Desmond G. Sheridan); F
& F Foods Inc. (H. Vaughn Ramsey); First Federal Home Equity Inc. {(Angela A.
Williamson), First Mission Enterprises Inc. (James F. Hammond); Foundation Khadimou
Rassou! {Abdoulaye Diop); Ganim Investments Inc. (Paul M. Stutts); Geeks Inc. {J.
Christopher Hughes); GI Associates Inc. (Small Business Solutions International):
Glenwood Water and Sewer Co. L.L.C. (Howard L. Borum); God's Place of Worship and
Deliverance Inc. {Charles A. Morgan St.); Guilford Place LLC (James L. Merritt): H&S
Paint Co. LLC (Martha J. Snead); Hargett's Telephone Contractors Inc, (Thomas
Sonricker); Hayes Memorial United Holy Church {Louise King); Heartland Apparel Inc.
(W.B. Rodman Davis): Hit the Zone Inc. (Patricia A. McCall); Hood Construction Co.
Inc. (Robin Hood); Hounds' Hunt LLC (Harry S. Falk); Huckabee Trucking Co. Inc
(Sandra M. Lumley); HVM/Clubhaven LLC (William L. Tankersley [11); Hummel
Family Foundation Inc. (Bradley L. Jacobs): Industrial Devices Inc. (Glen Moore:
Innovative Answers Inc. (John Bilhardt): I13S Funding T L.L.C (Russell R. Myers). 1.
Todd Brown Associates Inc. (J Todd Brown): Jackie Newkirk Insurance Agency Inc.
{Jackie Newkirk Morehead): James R. Pass Inc. {James R. Pass): Jane Brvant Lawson,
CPA, PA (Jane Bryant Lawson ), JBC of North Carolina LLC (Keith A, Wood); JDC
Manufacturing LLC (W .B. Rodman Davis): KRB Properties L.L.C. (Kenneth R, Brooks);
Lawndale Drive In Inc. i Timothy D. Duhany Lindmark LLC (James F. Marshally. Lottis
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ing. (Michael D. Loftis). Lothakoun Enterprises Inc (Smngthong Lowakoon): Ly & Tran
Investment Inc. (Lim U. Tran); M & E of Rockingham Counn Inc. (Charles E. Melvin
Jr. . Magestie Oriental bmports Inc. (N.C. Serach Inc ;. Materials Handling Enterprises
Inc. (Kevin Galvin), Medibeg USA Inc. {Charles T. Hagan ) Medical Reimbursement
Systems Inc. (Cheryl R Humphries ), Michael Aviation Inc. {Dave Gordon), Micron
Video International Inc. (Richard A. Matthews): Missions for Christ (Aposiolic Faith)
{Robin Ellis); National Alhance for Nonviolent Programming Inc. (Whitney G.
Vanderwerff); Nehemiah's Builders Inc. (Marcuis Wade); North Carolina African
Services Coalition Inc. (Pat Priest); Nottingham Apartments LLC (James L. Merritt):

Qakerest Center L.L.C. {George Sipsis); Par Three Financial Inc.

(Rlchard J. Tuggle); Paramount Petroleum Corp. (N.C. Search Inc ). Piedmont
Coftee Co. (Tomi White Bryan): Premicr Mental Health Inc. (Ronald Burrell), Promulch
LLC (H. Vaughn Ramsey), Racing Club Investments LLC (H. Vaughn Ramsey). RCC of
Greensboro Inc. {Sandra Regina Williams). Rehab Builders Inc. (Dennis J. Tomany,
Rental Associates LLC (James L. Merritt);, Rettew Enterprises Inc. {John C. Rettew).

LOAD-DATE: June 23, 1997

FLORIDA SECRETARY OF STATE, UCC RECORD
Debtors. LONG, JAMES W

Debtor Address: LONG, JAMES W
PO BOX 1521
MACCLENNY, FL 32063

Secured Parties: BOB'S MARINE VILLAGE: BOMBARDIER CAPITAL INC
{ASSIGNEE)

Secured Party Address: BOB'S MARINE VILLAGE
US 41 NORTH/POB 682
LAKE CITY, FL 32055
DUNS: 060238979

BOMBARDIER CAPITAL INC {ASSIGNEE)
PO BOX 600610
JACKSONVILLE. FL. 32260
DUNS: 049795367
Filing Type: INITIAL FILING

Filing Date: 6 19 2000

Filing Number: 200000142491
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Filing Office: SECRETARY OF STATE/UCC DIVISION
STATE CAPITOL
TALLAHASSEER. F1. 32314

Collateral: VEHICLES
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ADDENDUM StV

DUN & BRADSTREET
FinanCial REPORY

DIUNE:

4=

PAR TERES FINARUI £
F

101 CONVENTION CENTER DR 37% 7 LOAN BRCKER E
LAZ VEGAS N 39109 S5IC wI. L
TEL: 7 284-5687 a1 63 $

1

~

C

ou need any add

043 Online CusTomer

A SUMMARY ANALYSIS T

Summary Analysis secticn reflects information in D&B's flle as of
January 10, 2005.

ghed
Terms oI

Below is an overview of the company’s
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FINANCE
33705704 On MAR 09 2004 Michael L Potter Esg, president, deferred
financial statement but submitted the above figures as still
representative.
Michael L Potter Esg submitted tne following pa
dated MAR 0% 2004:
Sales for 2003 were $2,988,000.

ial estimates

101 CONVENTION




instructions for this report

Printin
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ADDENDUM EIGHT

ACCOUNTS RECEIVABLE PURCHASE NOTE

THIS ACCOUNTS RECEIVABLE PURCHASE LOAN AGREEMENT » optered o on

2004 by and botween e . _therewatter "Factor or
Purchaser”) and Par Three Financial, Ine (heremafier "Chient or Seller™). o Nevads Corporation domg
busimess at 151 Comvention Cemter Drive, Suite 8500 T ay Y egus, NV 89100

WITN

WHEREAS, Client 13 engaged w the busimess ot public . commercial retad fending. and selfs and debivers
product and/or provides services to Customers on a credit basis, and

WHEREAS, Client desires to obtain funds for operation of its business through the sale ol Accounts Receivable
Cheeks and Invoices acceptable to Factor, and

NOW, THEREFORE, in consideration of the covenants and condiions set forth herein and other good and
valuable considerations deemed adequate at law. the receipt of which are acknowledged., Factor and Client agree
as follows:

1. Whereas Clauses. All "W hercas” Clauses and other matters set out heremn are incorporated herein by

reference. The use of words "Accoumt™)". "tavoice(s)” and "Checks)” are all mierchangeable.

Approval. Factor shall wot be obhigated to purchase any Accounts from Client, however, once an

Account’Check is submitted by Chient and accepted by Factor. Factor shall have the right. but not the

obligation, to purchase all subsequent Accounts/Checks refative to that Customer,

3 Fee. The tee pard by Client to Factor for factoring Accounts Recetvable Checks 1 two percent {2.0%;)
per month (24% annually) simple interest of the initial amount of checks purchased by Factor during the
term of this Agreement and the option to renew, if such option s exercised by Factor, Payment of fee by
Seller to Purchaser will be paid on the first husiness day of cach month. However, the first payment
period will be prorated based on the date this Agreement takes affect. The rate of two {2.0%) per month
will also be applied to any funds added by Factor to initial sum during the term of this Agreement.

4. Notice of Dispute. At the time Factor Purchases an Account. no defense. offset. or counterclamm shall
exist with respect to such Account. Client shall provide written notice to Factor within twenty four (24)
hours of Client obtaming any knowledge. {rom any sowrce. of any dispate or disagreement of any nature
between the Client and a Customer. Factor shall have the right bur not the obligation, to settle any
dispute dirgctly with the Customer; however, any such setfement shall not relieve Client of
respousibilits for full payment of such Account. Chient further agrees to repurchase from Factor m the
event of a presumed dispute andior breach of warranty. all Checks for which 15 days have elapsed since
the original Check date. The repurchase price of said Invoices shall be for an amount equal to the
amount mutially advanced by Facior. plus any fees eamed by Factor as defined under paragraph 3.

5. Property of Facter. Upon Factor's purchase of an Account from Client, any and all pavments from
Customer as to that specific Account are the sole property of Factor. and Client agrees not to ntertere
with Customer’s payment theteof. However. should Client pay Factor in fulf for such Account. or should
amy such Accoum be charged back or sold back o Chent by Factor. then such Account shall
mmediately become the sole property of Client Chient may use chechs, invoices. real estate. fiviures
and any other such assets For collateral Client may also use any and all proceeds m any way for am
fepal purposes it may choose

0. Payments Received by Client. Chont warrants and represents that at the tme Factor puichases an

secount rom Chent no payment swill have boon muade by the Costomer named on wooount aither 1o m
tor the benefit of the Cheat. in the ovent that Chient receney a payment Jrom Uustomer which has

becone the propens ef Factor, ciient shall by decmed o hon e recervad the pan ment i trust For actor,

[}

Tuitials



159

and Client shall womedateh turm over such pavment to Facter. In the ovent Chient recenes a payment

which 1 comprised of moenies belonging parmally 1o Client and partially 0 Factor. Chemt shall

immedinely wm over sud payment o Facton s onginal form and properhy endorsed. and Factor
shall, upon clearance of pavment msrumont by Factor's bank. tforwmd a check o Client for Chent's
porton of the payment

Representation and Warranties of Chient, Ulient hereby represents and wamrants to Purchaser that

A Chent iy a validly formed. exnmg Corporation 1 good standing under the Taws of the State of
Nevada and said Corporation s properly licensed and authorized 1o operare its business under the
Trade name "Par Three Financiad, fnc”

B Client 1s solvent as that tenn 1s defined under bankruptey law and the Uniform Commercial Code.

C At the time of purchase of an Account by Faclor. Chient will be the lawful owner thercofl with good
and undisputed title thereto. free and clear of any liens or encumbrances. Each Account shall
tepresent an accurate and undisputed staternent of indebtedness owed o Client by a Customer for a
summ vertain which 13 due and payable m 30 days or less, arising out o' a bonafide sale. delivery and
acceptance of produce or performance of service by Client to Customer in the ordinary course of
Chent's business. No outside person. firm. corporation or business shail have any lien on. or claim
10, such Accounts or 1o the produce described therem or any part thersofl

. Client shall notify Factor in writing ummediately after obtaining any knowledge from any source of
the filing. recording or perfecion by any means. of any non-consessual lien, claim. levy.
attachiment. encumbrance or other court or Jegal proceeding or process of which client is aware of
against Chient or any Customer. or against any property of Client or of any Custormer.

E. Client does not. and will not. in any manner, whether directly or indirectly. own, control or eaercise
dominion over the business of anv Account or debt of Customer to be offered or sold by Chent to

Factor.

Each and eveny document. statement. record, beok. account and inveice. and all information.

whether financial or otherwise. provided to Factor by Chent shall be true. accurate and cormrect to
the best of Client's knowledge

. Client and Factor agree that netther shall not under any circumstances or in any wanner whatsoey er.
intertere with cach other's rights under this Agreement.

H. Chent will not sell. factor or asstgn Accounts covered by this Agreement to anvone except to Factor
during the term of this Agreement and-or for as long as any indebtedness whatsoever remains owing
by Chent to Factor under this Agreement. Client has not heretofore sold. factored. assigned or
encumbered any Account or Accounts, which are or may become subject to this Agreoment.

I Client shall not mansfer. assign. or pledge any of its Accounts covered by this Agreement and shali
not grant a securtty interest therein, to any party other than Factor

3. Chent shall not alter. modify. or extend wn any manner. the terms of the onigimal Account with a
Customer. meluding, but not limited to. the maximum credit limit of Customer or the time within
which payment is to be made, without first obtaining actor's written consent to such change.

K. Concerning this Agreement. Client has not wansferred. pledged. assigned or wanted a security
mierest m ity assets. which Client has not fully disclosed in wrming to Factor, Client has not
permitted and shall not permut any lien, encumbrance or security interest to be created upon it’s
assets, meluding but not hmited to. 18 aceounts receivable. without the prior written consent of
Factor

Lo Concerming this Agreement. Chem shall maintain 1t assets m goed order and repaiv and shall

mamain pohicies of msarance thereon ~ansiacton o Voo

. Chient shall not selll assign, pledge ot encumber this Agreement or amy nghts whatoey o heveunder

Chent ws i mmmediateh nonhh Factor w wrinng of any change m the jocations of Cl
bumness on o Chent has or mtvads o soquire addinonal placesy of business. o1 pricr 1o any change
i £ lent™s primany exccunve ettice focapon the office or offices where Chent's books and records

«

nrs placeiss of

concerng Avcounts arc locaied
Chient will nminediately notify Factor m writing of any proposed change of Client's name. rdentity,
fegal entity, corporate structure, use of addional tade nameqs). andfor any proposed change in any
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of the officers. principals, partners. and/or owners of chent's business.

P At the time Chent submits Checks or Tnvoices on Accounts to Factor for possible purchase, Client
will pav for all postage. wansportation and or wourier charpes

) The purchase of Pavdmy Advance accounts - chocks. reconables carvies no conumissions or
additrontal costs ro Pacter, Al espenditures und or foees, including tees pard 1o mdependent factorng
agems. s paid divectly by (lient out of admmistraton cost

Power of Attorney. In order 10 taoinate performance of this Agreement. ¥
or amy person designated by Client. as hisher attorney in tact. which said appointment shall reman in full
toree and effect entil all Accounts sold to Chient have been paid in full and all obligations of Client to Factor
have been fully discharged. with tull power to:

A Receive and open all mail addressed to Factor or to Factor's trade name at or sent to Client's
address,

B. Endurse the name of Factor or Factor's trade name on any chechs or other evidences of payment that
come into Factor's possession on Accounts sold to Client by Factor or on which Client holds a
security interest, and on any Imvoices or other documents relating to any of such Accounts, and
deposit same into any account designated by Client.

€. Client may. i Factor's name. or otherwise demand, sue for. collect, and subject to Factor's prior
written approval give releases for any and all monies due or comung doe to Accounts purchased by
or pledged to Client.

D, Client may compromise, settle. prosecute or defend any action, claim or legal procecding
concerning Accounts purchased by or pledged to factor

LE. Chent may do any and all things reasonably necessary and proper 1o carry out the purpose and intent
of this Agreement.

Inappropriate Payment. Should Factor recerve a paviment on an Account or other payment which Factor is
incapable of identifying. Factor shall carry this pavmuent as an open item and shall notify Client and return it
to Client or to Customer upou proof satisfactony 1o the Factor of the right thereto. If however, such proof s
not received within six {6) months following Factor's receipt of such payment. Factor shall have the right to
consider such payment or unidentfied item as credit toward anv oustanding obligations or indebtedness of
Client ro Factor.

ctor wrevocably appouns LTent

10, Default. Anv one or more of the following shall represent a default under this Agreement:

A8

A Chent tals o pay any mdebtedness to Factor when due.

B. Chent's breach of any term. proviston, warranty or representation made hereunder or under any
other agreement between Factor and Chent.

(. The appointment of a receiver or trustee for all or a substantial portion of the assets of the Cliemt
The insolvency of Client or the inability of Client to pay debis as they mature. or an assignment of
assets by Chent for the benefit of creditors. or the volumtary or involuntary filing of a petiion n
bankruptey court or a similar proceeding in any court.

D. The filing or service of any levy. attachment, execution, tax assessment or similar legal process
atfecting Chient's or Factor's collateral

E. The furnishing at anytime to Factor of a materially false or inaccurate document. representation.
warranty or other information or documentation by client, whether financial or otherwise.

Remedies. In the event of a default by Client. Factor shall have the right to do the following, in additon 10

any and all other remedies provided by law:

A, FEnforce the security wnterest granted hereunder.

B, Urant extensions. compromise chams and sendes dispates with respect o the Account purchased by
Factor, regardiess of price or methods ot payment. all done without prior notice to or permission of’
Cliem

¢ Return to Chent any swplus realised and held Chent hable for any defiaiencies a3 provided m the

Emforn Commerctal Code o the State of Nevadi

D, b the event of Client's msolvency or bankruptey. entine procesds of Trust Acvount at Client's bank
will be distributed canadts 1o Factors on a pro raa bass

{ onfidentiality . Favtor acknowledges that ain knowledge of intormation relaun

bustness and 1t operations b valuable, propretany and confideniial 1o nature. and £

tull vonfidentality of such miormation

¢ 1o Chient and ¢ hent's
1O agrees 1o maintain
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Non-Compete, Factor agrees tor a penod 1o two (2) years from the date of execution of this Agreement that
tiesshe will pot own, i whole o m part, consult with, be emploved by, or otherwise engage or participate m
umy busiftess m competiiion with Client's Busmess within @ cue hundred mife radius of Clients Busmess as
tocated 1 this Syrecment. Puther, Factor agrees not 1o induve o1 atlempt 10 induce any emplovec, client
vustomer of consultam of Chent o ternumate or i any way alier ther relatonship with Chent, or 1o
chsparage the busimess reputation or fingncial condition ot Chent. However. nothing contained herein shail
prohibit Vactor from offering the same or simdar factonng seryvices 10 any prospectine Chent and entermg
o this saime o sioniar agreertient with any prospective or new (hent of Facwor,

his Agreement shall continue in full force and effect unless terminated by ninery (907 days
written notice by Factor o Client provided however. that no such termmation should be terminated or
otherwise atfect Chents obligations hereunder incurred or accrued prior to such termination notice.
Foliowing any notice of termnination. Client remains fully lable 10 Factor for any Accounts purchased before
such tenmination, and Factor will continue 10 hold a security interest in Client's Accounts and other
Collateral mentioned above until all exssting indebtedness of Chent o Factor has been paid in full or Factor
is otherwise satisfied. Except for cause. this agreement may be extended up to an additional nine (9) months
at Factor's option,

. Glossary. The following terms shall have the following meanings when used in this Agreement:

A. "Account” means any and all rights 1o receive payment for goods sold or leased and delivered or
for services rendered to a Customer of Client, which is not evidenced by an instrument and or
chattel paper, as those terms are defined in the Uniforme Comunercial Code for the State of Nevada.

B. "Acceptable Account” means an Account conforming to the warranties and terms set forth herein
and otherwise acceptable to Factor.

C. "Invoice’ means an Invoice on an Acceptable Account, conforming to the warranties and terms set
forth herein and otherwise acceptable w Factor,

D. "Customer" means Client's Customer or Account Debtor.

E. "Collateral" means the tangible and intangible property given as security for the obligations of
Client under this Agreement.

F. "Warranty" means to guarantee, as a material element of this Agreement, and each separate

warranty herein is also an independent condition to Client's performance and duties under this
Agreement,

G. "Credit Dispute” means a clamm of any kind whatsoever by Customer against Client that would
reduce the amount collectible from Customer by Factor. arising from any disagreement whatsoever
between Customer and Client valid or invalid. at any time. both before and/or after the signing of
this Agreement or the purchase of Account.

H. "Credit Problem" means a Custoruer is unable to pay his’her debts because of msolvency, or the
Customer files a voluntary petition in bankruptcy, or is subjected to an involuntary petition in
bankruptcy, or the quitting of Customer's Business and/or other like situations.

Indemnification. Client shall indemnify and hold Factor harmless against any and all fiability, claim,
demand, ill-will and damage arising from Factor's collecting or attempting to collect any Account, provided
that Factor has complied with all applicable laws in its collection efforts, andior from the failure of Client to
pay taxes due and payable to any taxing authority, including all costs and reasonable attorneys® fees.
Miscellaneous.

A, Waivers. No action taken pursuant to this Agreement. including any investigation by or on behalf
of any party, shall be deemed to constitute a waiver by the party taking such action or compliance
with amy representation. warranty, covenant or agreement contained herein or any documents
delivered in connection herewith. ™o waiver by any party hereto of any right or remedy shall be
effective unless in writing and signed by the party wanang said right or remedy. A waiver of a right.
remedy or particular section or heading under this Agreement 1s not a waiver of nights or remedies
ol any other section(s) or heading(s) herem.

B Notices. All notices. requests. demands and other communications which are requived or may be
wiven under this Agreement shall be in writing and shall be delivered by first class mail. postage and
delivers confimugron prepaid. or by courier. wansportation prepaid. to the party at the address
herem contamned or 10 such other address as such parry shall have specified in whiting by notice.
Ay and ail such notces shall be deemned to have been recetved on the date of actual receipt.
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Sections and Other Headings., The section numbers and other headings contamed in this
agreement are for reference purposes only and shall not affect the meaning or interpretation of this
Agresment.

Governing Law. This Agreement and all transactions contemplated hereby. shall be govemed by.
construed and enforced. in accordance with the laws of the Stare of Nevada. The parties hereto
waive trial by jurv and agree t submit to the personal jurisdiction and venue of a court of subject
matter Jurisdiction located in Clark County, State of Nevada. In the event that litigation results
from or anses out of this Agreement or the performance hereof, the parties to this Agreement agree
10 reimburse the prevailing party's reasonable attorney's fees. court costs. and other reasonable
expenses. whether or not taxable by the court as costs. in addinon to any other relief w which the
prevailing party may be entitled. In such event, no action shall be entertained by said court or any
court of competent jurisdiction if filed more than one vear subsequent to the date the cause(s) of
action actually occurred regardless of whether damages were, otherwise as of said time. calculable.
Effective Date. This Agreement shall become effective upon acceptance and execution hereof by
the parties hereto.

Reliance by Factor. All represemtations and warranties made by Client herein and in the
Preliminary Evaluation Report are true and correct and Client acknowledges and understands that
Factor has rclied thereon in entering into this Agreement.

Term. The term of this Agreement is for a period of nine (9) months from date of execution by the
parties hereto. At the conclusion of term. Factor and Client have the option to renew this Agreement
for an additional nine (9) month period at the same terns and conditions as stated herein,

18. ACKNOWLEDGMENT. Client acknowledges no knowledge of the existence of Local, State or Federal

Tax Liens.

None

Statement

19, ACKNOWLEDGMENT. Client acknowledges no knowledge of UCC Filings against current or future

receivables,

None

Par Three Financial. Inc.

Statement

the Corporation, all on the date and year set out below.

Par Three Financial. lnc.
N WITNESS WHEREOF, this agreement has been execated by each of the individual parties hereto and
signed by Factor and a duly authorized officer of Client, and attested under the corporate seal of the Secretary of

SIGNED AND DELIVERED IN THE PRESENCE OF:

Signature of Witness

Print Name of Witness
CHent/Seller: Par Three Financial, Inc.

Bs:

Print Name: Title:

Date:

Factor/Purchasen

By:

Signature

Print Name:

Date:
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ADDENDUM
Addendum to ACCOUNTS RECEIVABLE PURCHASE NOTE between

Factor/Purchaser and Par Three Financial. Ine, ChientSeller.

Whereas, __ Factor/Purchaser does hereby purchase §_

of acowmmulated Accounts Recervable Purchases, Checks and Invoices from Par Three Financial, Inc.
Client/Seller, which checks are written by Customers and made payable to Par Three Financial, Inc. fora

total of _ dollars as of 2004 for a term of nine (9)

months, commencing this date.

Factor/Purchaser is required to give Client 90 day written notice of termination of this Agreement as
such Notice is provided for herein. In the event of termination by Factor, 100% of ail monies, including
principal and fees thereon. are due and payable by Chient to Factor by day 90 of said Notice of Termination.

Factor Signature: Signature: Title:

Print Name: Print Name:

Par Three Financial, inc.
Address: 101 Coavention Center Dr. Suire 850
Las Vegas, NV 89109
Office; 702-471-6933
Fax: 702-471-6983
Toll-Free Customer Service: §77-333-6600

Mailing Address:
Par Three Financial, Inc.

P.O. Box 27740
Las Vegas, NV 89126

Home Phone:

Work Phone:
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Below are the businesses that match your search criteria in Experian’s database. To ensure
you receive the correct report on the business you're mterested in. you can request up to
10 of the reports fisted below. Simply check the box next to the company's information and
hit either the "Add to report” or the "See report” button to continue,

COMPANY 3 1
FRESNO CA

COMPANY OF THREE, INC, DBA CATELLI'S

THE REX 1
HEALDSBURG CA 85448

COMPANY OF THREE. INC.. 5
HEALDSBURG CA 85448
CORPORATE FINANCE, INC.
DALLAS CA 75205

FIN. INC 1

VAN NUYS CA 91411 e
FINANCIAL CORP 1

SAN FRANCISCO CA 94104

FINANCIAL. INC 1

EUREKA CA 95502

PAR
SANTA ROSA CA 95098
PAR COMPANY 4
ROWLAND HEIGHTS CA
PARS FINANCIAL CORP
SAN DIEGO CA 92126
POWER FINANCIAL, LLC 4
GARDEN GROVE CA 92843

STONE FINANCIAL 2
THOUSAND OAKS CA

THE FINANCE COMPANY
FOUNTAIN VALLEY CA 92708
THE FINANCE COMPANY 2
NORFOLK CA 23513

THE FINANCE COMPANY .
COVINA CA 91724

THREE

LOS ANGELES CA

THREE AND SONS LLC
WOODLAND HILLS CA 91367
THREE AND SONS LLC
WOODLAND HILLS CA 91367
THREE CO 4
PLEASANTON CA 94588

THREE SONS INC
MONTEBELLO CA

{ Next results >>

hipwwa experian cont b hreports PRReport Letion do
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Business Public Records - Setect your Business

experiann Business Public Records

i

7t

iness, U Coonee o Oy

Below are the businesses that match your search criteria in Experian’s database. To ensure
you receive the correct report on the business you're interested in, you can request up to
10 of the reports listed below Simply check the box next to the company’s information and

hit either the "Add to repart” of the "See report” butlon to continue.

THREE SONS INC 3
PICO RIVERA CA
Add o report » SR << Previous results |« .

ults 21-21 of 21

Sh

hitpsiiAwww experian.comb2breports/PRReportAction.do 171212005
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Business Public Records - Select vour Business

Rusiness Public Records

N
E SN

Below are the businesses that match your search criteria n Experian’s database To ensure
you receive the correct report on the business you're interested in. you can request up to
10 of the reports listed below Simply check the box next 1o the company's information and
hit either the "Add to report” or the "See repori” button to continue.

CORPORATE FINANCIAL INC |
MIAMI FL 33176

CORPORATE FINANCIAL, INC. ;
MIAMI FL 33176

DBA PRESIDENT #3
MIAMI FL 33135
DBA THREE SONS 5
ORLANDO F 32837

M'S THREE ’
POMPANO BEACH FL 33068

MS FINANCIAL INC .
RIDGELAND FL 39157

NUMBER 3 CORPORATION ]
FTMYERS FL

P FINANCIAL INC 1
CORAL GABLES FL 33134

P FINANCIAL INC 5
CORAL GABLES FL 33134

P. FINANCIAL. INC. 4
CORAL GABLES FL 33134

PAR INC 4
DAYTONA BEACH FL 321184480
PAR INC

DAYTONA BEACH FL 32118
PAR INC 4
ORMOND BEACH FL 32074

PAR THREE INC 4
JACKSONVILLE FL 32225

PAR, INC. 4
DAYTONA BEACH FL 32118

PRESIDENT #3 ;
MIAMI FL 33135

PRESIDENT #3
MIAMI FL 33135
STONE FINANCIAL CORPORATION ;
CHICAGO FL 506017568

THE FINANCE CO 4
JACKSONVILLE FL 32211

THE FINANCE COMPANY
NORFOLK FL 23513

} Addto report s B

| Next results >>
Showing results 1- 20 or 28

Bips Swwwexnerian com h2breparts PRReportActiondo
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Business Public Records - Seleet vour Business

vsperine - Buysiness Public Records

Select your Dusieess Whveots Cossnod o

Below are the businesses that match your search criteria in Expenian’s database. To ensure
you receive the correct report on the business you're interested in, you can request up to
40 of the reports fisted beiow. Simply check the box next to the company’s information and

hit either the "Add to report” or the "See report” button to continue.

THE FINANCE COMPANY 1 N
NORFOLK FL 23513 -
THE FINANCE COMPANY 2

NORFOLK FL 23513 e
THE FINANCE COMPANY 2

NORFOLK FL 23613

THE FINANCE COMPANY 5

MANASSAS FL 22110

THE FINANCE COMPANY 3

JACKSONVILLE FL 32211
THE FINANCE COMPANY
NORFOLK FL 23513

THE FINANCE COMPANY
MANASSAS FL 22110

THE FINANCE COMPANY
JACKSONVILLE FL 32225

- Add to report » JReLE << Previous results |

Showing results 21- 22 of 28

ST P 120nes
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Business Public Records - Printable Report Page 1 of |
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Business Public Records - Printable Report

httpss wwaexperian.conyb2breports/PRReportAction.do 17272005
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usiness Public Records - Select sour Business

EER SRS o T

Business Public Records

Below are the businesses that match your search criteria in Experian’s database. To ensure
you receive the correct report on the business you're interested in, you can request up to
10 of the reports listed below Simply check the box next to the company's information and
hit either the "Add to report” or the "See report” button to continue.

PAR 3 LANDSCAPING & MAINTENANCE ;
LAS VEGAS NV 89103

PAR 3 LANDSCAPING & MAINTENANCE 5
LAS VEGAS NV 89103

PAR 3 LANDSCAPING & MAINTENANCE ING R
LAS VEGAS NV 89103

PAR 3 LANDSCAPING & MAINTENANCE INC )
LAS VEGAS NV 89103

PAR THREE INC. ]
AMELIA NV 45102

PAR-3 LANDSCAPE & MAINTENANCE INC. 4
LAS VEGAS NV 89103

POWER OF THREE INC 5
LAS VEGAS NV 89109

Add to report » IR . See raports.

JErs oy e nerin
ST L esperis

{12008
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Business Public Records - Scleet yvour Business

£E5 F

Business Public Records

Below are the businesses that match your search criteria in Experian’s database. To ensure
you receive the correct report on the business you're interested in, you can request up to
10 of the reports listed below. Simply check the box next to the company's infarmation and
hit either the "Add to report” or the "See report” button to continue,

3

SHARON OK 73857 1 .
MS FINANCIAL INC 4

RIDGELAND OK 39157

PAR fll INC 5

TULSA OK 741331613

PAR Il INC .

TULSA OK 74133

PAR 1 INC ;

TULSA OK 74133

\E.~

Showing results 1-5of 5

httpsAwww experian.com/b2breports PRReportAction.do 17122005
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Business Public Records - Printable Report
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Husiness Public Records - Printable Report
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Business Public Records - Printable Report
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Bustness Publie Records - Printable Report

~ww.experian.com/b2breports/PRReportAction.do

171272005
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Business Public Records - Primable Repuont

FOLVING
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Business Public Records - Printable Repont
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Business Public Records - Sefect vour Business

F8

Business Public Records

Below are the businesses that match your search criteria in Experian's database. To ensure
you receive the correct report on the business you're interested m, you can request up to
10 of the reports listed below. Simply check the box next to the company's mformation and
hit either the "Add to report" or the "See report” button to continue.

CEO FINANCIAL INC 5
SIKESTON UT 63801

CEO FINANCIAL INC. 1
SIKESTON UT 63801

CEO Financial, inc 1
Sikeston UT 63801

THREE STONE INC 1
SPRINGFIELD UT 85803

THREE STONE, INC i
SPRINGFIELD UT 65803

Three Stone, Inc 1
Springfield UT 65803

THREE STONE. INC. 4
SPRINGFIELD UT 65803

Add 16 report » PRI See report x| . B

breports PRReportAction do
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Business Public Records - Sclect your Business

Below are the businesses that match your search critena in Experian's database. To ensure
you receive the correct report on the business vou're interested in, you can request up to
10 of the reports listed helow Simply check the hox next io the company's information and
hit either the "Add to report” or the “See report” button o continue

BUTNER, MICHAEL L
ELKO NV 89801

DOVER MICHAEL L
LIVERMORE NV 84550

DOVER MICHAEL L
LIVERMORE NV 94550 e

FOSTER, MITCHELL L 1
MEDINA NV 44258

GOUKER, MIKE L P
LAS VEGAS NV 89102

Michael Lewts 4
Las Vegas NV 89129

MICHAEL LEWIS
FALLON NV 89406

MICHAEL LEWIS 1
FALLON NV 85406

MICHAEL LEWIS 1
FALLON NV 89406

MICHAEL LUH 1
LAS VEGAS NV 89103

MONTEZ MICHAEL L
LAS VEGAS NV 89102

PETRE. MICHAEL L 1
BROWNSBURG NV 46112

TERRY MICHAEL L 1
HOLDEN NV 84040

TERRY, MICHAEL L 4
HOLDEN NV 64040
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ADDENDUM TEN
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Nine-tuorth Motes Are a Vear-Round Probler, ‘5\ DDENDIUIM Ei FVEN

NEWSa e NINE-MONTH NOTES
LEASE NEws RELEASE

BIFSEARBEI PP IR ARSI RS FIREIBIIS BB EB AP RISBIFIBRARIBIIBSBEFAD R D3I DS

Office of the Comptroller « Department of Banking and Finance « State of Florida
Tallahassce. F1. 32399-0350 » (904 488-0286 « Fax {904)921-7243

Offices: Miarni (305) 810-1111 Ft. Lauderdale (954) 712-4800
Jacksomville (904 ) 390-4660 West Palm Beach (361) 837-5054
Pensacola (850) 494-7380 Tampa (813) 272-2565

Orlando (407) 245-0760 Tallahassee (850) 410-9286

Fort Myers (941) 338-2445

For Immediate Release
February 7, 2001

- Jim Richardson, Public Affairs
(850)410-9286

Nine-month Notes Are a Year-Round Problem

Tallahassee—The Florida Department of Banking and Finance (DBF) protects consumers by regulating
a wide varietv of financial industries in the state, including investment services and opportunities. Many
tmes, investors are attracted by promises of high returns, only to {ind that they have purchased products
that have been sold illegally, resulting 1n tremendous financial loss.

Financial fraud costs consumers an estimated $660 billion annually. In an effort to combat economic
crime, Florida's Governor and Cabinet have proclaimed Feb. 5-11 as Fight Fraud in Florida. As part of
this initiative, the Department of Banking and Finance (DBF) is alerting citizens about some of the latest
scams being perpetrated in our state. Comptrolier Bob Milligan, who directs DBF, wants all citizens to
be aware of this crime and armed with knowledge to avoid being a victim of financial fraud.

One investment product, the so~called "$23,000, nine-month promissory note,” is often marketed as a
foolproof way to get up to 36 percent return in a short peried of time. Nine-month promissory notes are
a type of negotiable paper that is used to facilitate large commercial business transactions between
financial institutions. They are not commonly purchased by the general public.

In the case of nine-month notes being sold as investments, sellers and consumers should know that the
sale of such notes is likely to require hicensing in accordance with Florida securities law - with all the
attendant disclosures that accompany any securities transaction. Too often, brokers and, more recently,

» agents, are selling nine-month notes as investments, when neither the instrument nor the seller
are registered or Heensed. In fact, many are under the misconception that these notes deo not need o be
licensed.

Additionaily, ninc-month notes have been used i Ponzi schemes. where early investors are paid off’
with notes with money from later buvers.

Consumers should be aware that any investment involves risk: there are no sure things. and if an
opportunity sounds too good 1o be true. 1 probably 1s. Before investing. ask plenty of questions, get all
proposals in writing. read the fine print and verify everything. Florida residents should call the

hitp rwww dbfstate fluscalerts01 aln301 himl 120:2005
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i

sne-month Motes Are o Yeas-Found Problom

Comptrotler's Consumer Hodine toll-free at 1-800-848-3792 1o find owr whether companies and their
products are properiy licensed and registered. and whether any complaints have been filed. In addition 1o
the hothne. DBF and the Attorney General's Office have also created a new to help educate the
public about financial fraud. The URL s

FSABFSPLB ISR F S RIS FREABL IS ISP IR AP RRIBIIII PRI SIS FDBPRBRAPD BB P B

hitp/www dbf state. {1 usalerts0 17alrt030 1 htmi 1:20:2008
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Bank One vs. Abroms
AL and CO - 2001

Budd vs. Deposit Guaranty Bank
MS - 2001

Situs Capital vs. Credit Suisse First Boston
TX -2001

Sparks vs. Tharaldson
TX - 2001

US Bancorp vs. ACG Westpark Plaza
MT - 2001

SCD Ewa Development vs. Unity House
Hawai'i - 2001

Hudspeth vs. Bank of America
Texas - 2001

Smith vs. MS Insurance Co.
Mississippi - 2001

§ § 8 8% 8
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Curriculum Vitae

DON COKER

BANKING, MANAGEMENT, ECONOMIC & VALUATION
CONSULTANT

1600 SUGAR CREEK DRIVE, EAST
MosiLE, AL 36695-2728

TELEPHONE:
(251) 633-0180

TELECOPIERS:
(806) 734-6385
(973) 201-2534

CELLULAR:
(251)716-3200

E-MaiL:
Bankexpert@cs.com



REPRESENTATIVE CLIENT LIST

BANKING:

THE WORLD BANK

BANK OF AMERICA

BANK OF AMERICA - CANADA

NATIONSBANK

BANK ONE

WACHOVIA/FIRST UNION BANK

FIRSTAR/U.S. BANCORP

SOUTHTRUST BANK

WELLS FARGO MORTGAGE CORP.

NATIONAL CITY (BANK) CORPORATION

CREDIT SUISSE FIRST BOSTON MORTGAGE
CaPITAL. LLC

BANCO INDUSTRIAL DE VENEZUELA

BANK OF OKLAHOMA

SOUTHERN SECURITY BANK

FIRST NATIONAL BANK OF PALM BEACH

FIRST BANK, TALLAHASSEE. FL

SUNBELT SAVINGS (NOW BANK OF AMERICA)

SUNBELT FEDERAL BANK

BANCOMER. S.A. (MEXICO)

BLUEBONNET SAVINGS

STANDARD PACIFIC SAVINGS BANK

FIRST NATIONAL BANK OF BREWTON

SOUTHEAST BANK OF MiaMl, FL.

BARNETT BANKS. INC.

BANK OF THE SOUTHWEST

PRIORITY BANCORP

PANAMERICAN BANK

KeyCorrp

IowA TRUST

BANCO BILBAO VIZCAYA ARGENTARIA
(BILBAO AND MADRID, SPAIN}

TANZANIA INSTITUTE OF BANKERS

BANK OF TANZANIA (CENTRAL BANK)

GOLDOME REALTY CREDIT CORP.

WESTERN GULF SAVINGS & LOAN
(NOW WELLS FARGO)

AMERICAN SAVINGS & LOAN

EDS - BEIGOLEMBE (BANKING)
CONSULTANTS

GOVERNMENTAL:

FDIC
RESOLUTION TRUST CORP.
FEDERAL SAVINGS & LOAN INSUR. CORP.
FEDERAL HOME LOAN MORGAGLE CORP.
FARM CREDIT BANK
U.S. DEPARTMENT OF EDUCATION.
INSPECTOR GENERAL'S OFFICE
INTERNAL REVENUE SERVICE,
U.S. TREASURY DEPARTMENT
STATE OF TEXAS. SAVINGS & LOAN
DEPARTMENT (REGULATORS)
13 MUNICIPALITIES IN CA AND CO
Crry OF NEW ORLEANS, LOUISIANA
FEDERAL RESERVE BANK OFF ATLANTA
TANZANIA REVENUE AUTHORITY
U.S. AGENCY FOR INTERNATIONAL
DEVELOPMENT t WASHINGTON, D.C..
AND Kitv, UKRAINE)
U.S. AIR FORCE
JUDGE ADVOCATE GENERAL'S CORPS
- OFFICE OF SPECIAL
INVESTIGATIONS

INSURANCE:

AlG

CNA

ST1. PAUL INSURANCE COMPANY

LIBERTY MUTUAL INSURANCE Co.

ACADIA INSURANCE Co.

ERIE INSURANCE GROUP

TRAVELERS INSURANCE COMPANY

MILITARY PREMIUM MANAGERS

RELIANCE INSURANCE

INTERNATIONAL TRANSPORT
INTERMEDIARIES CLUB, L1D.. UK

NORTH RIVER INSURANCE CO.

AMERICAN CASUALTY INSURANCE CO.

NATIONAL UNION FIRE INSURANCE CO.

CONTINENTAL CASUALTY INSURANCE CO.

LLOYDS Or LONDON. UK

CRUM & FORSTER MANAGERS

XEROX FINANCIAL SERVICES

THOMAS MILLER & CoMpany. UK
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CORPORATE, CONTINUED...:

FORD MOTOR CREDIT CORP.

CISCO SYSTEMS

[BM ~ LOTUS DEVELOPMINT

KAWASAKL

WALMART STORES

MCGLADREY & PULLEN, LLP (CPAS)

INTERNATIONAL ACCOUNTING STANDARDS
COMMITTEE FOUNDATION (LONDON)

NAPA AUTO PARTS

DARRYL’'S RESTAURANTS

SEARS

HERITAGE MOTELS. INC.

BARRON'S EDUCATIONAL SOFTWARE

CALCO AEROSPACE

RuUBY TUESDAY

REMINGTON INVESTMENTS

ALPHA SOFTWARE

PHIVOS KARNAOS (LONDON & MOSCOW)

NETWORK SOFTWARE ASSOCIATES

COMPUTER ASSOCIATES

GEORGE B. KAISER, FORBES 400 LiST

SIMON & SCHUSTER PUBLISHING

CREDITCARE CREDIT COUNSELING

JANCIK CONCRETE SPECIALTIES

KEYTRONICS

CONCORD BOAT CORP.

UKRAINIAN ACCOUNTING REFORM PROJECT

(KIEV, UKRAINE)

NBI SOFTWARE

HOULIHAN'S RESTAURANTS

AMERICAN CONSOLIDATED CREDIT

ZAPADNOE KOLTZE (MOSCOW, RUSSIA)

BENCHMARKING PARTNERS

GARY THARALDSON, FORBES 400 LiST

BOSTON CREDIT CORP.

MORRISON’S CAFETERIAS

BRODERBUND SOFTWARE

PRENTICE HALL PUBLISHING

SURGENCY

AVTOVAZ (RUSSIA'S LARGEST CAR €O, —~
LADA AUTOMOBH FS)

AUTOVAZBANK (TAGLIATTL RUSSIA)

TIMEWORKS SOFTWARL

WORDSTAR

BUTTONWARE SOFTWARE (PC CALCH)

CHRISTIAN BAY SHIPPING COMPANY

CLIFF'S NOTES PUBLISHING

DATAEASE INTERNATIONAL

ADDSTOR SOFTWARE

KILIMANJIARO INTERNATIONAL

CHEMONICS INTERNATIONAL

INSTITUTE FOR STOCK MARKET &
MANAGEMENT (MOSCOW, RUSSIA)
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PAST PROFESSIONAL MEMBERSHIPS

AMERICAN BANKERS ASSOCIATION

AMERICAN INSTITUTE OF BANKING. CHAPTEKR OFFCER AND BANK CONSUT.

ULS. LEAGUE OF SAVINGS INSTTIUTIONS

INSTITUTE OF FINANCIAL EDUCATION, INSTRUCTOR

MORTGAGE BANKERS ASSOCIATION

TEXAS MORTGAGE BANKERS ASSOCIATION

AMERICAN COUNCIL OF STATE SAVINGS SUPERVISORS

AMERICAN BANKRUPTCY INSTITUTE - COMMITTEES: PUBLIC COMPANIES. REAL ESTATE,
INTERNATIONAL, U.C.C., COMMERCIAL FRAUD TASKFORCE, HEALTHCARL.

BOARD OF REALTORS

NATIONAL ASSOCIATION OF HOMEBUILDERS

INTERNATIONAL COUNCIL OF SHOPPING CENTERS

HOUSTON (TX) CHAMBER OF COMMERCE, ECONOMIC DEVELOPMENT COMMITTEE. 9 YEARS

BOOKS, PUBLICATIONS & NEWS MEDIA
COMPLETE GUIDE TO INCOME PROPERTY FINANCING & LOAN PACKAGING, PRENTICE HALL, 1984,

SELF-MANAGEMENT: A GUIDE TO CAREER ADVANCEMENT AND DEVELOPMENT, WRITTEN UNDER
CONTRACT FOR PRENTICE HALL. 1985.

COMPLETE REAL ESTATE COMPUTER WORKBOOK., TECHNICAL EDITOR. PRENTICE HALL. 1986,
THE COMPLETE LOAN OFFICERS HANDBOOK, PRESENTLY WRITING.

“MONEY LAUNDERING: A DIRTY BUSINESS,” WHITE-COLLAR CRIME REPORTER, OCT. 1991.
TREASURY MAGAZINE PUBLISHED BY THE ECONOMIST. INTERVIEWED AND QUOTED IN AN
ARTICLE WRITTEN BY A U.S. NEWS AND WORLD REPORT EDITOR.

“How You CAN HELP YOUR CLIENT GET A LOAN TO FINANCE REAL ESTATE PROJECTS,”
PRACTICING ATTORNEY’S NEWSLETTER. APRII. 1984,

“GETTING A GRIP ON CORE DEPOSIT INTANGIBLES,” AMERICAN BANKER NEWSPAPER, 1996,
*“THE DOLLARS AND SENSE OF BUSINESS VALUATION,” PUBLISHED ON THE WIIBSITE OF THE
AMERICAN BANK ATTORNEYS ASSOCIATION, APRIL 1996.

“PUTTING A CASH VALUE ON A BUSINESS.” INTERVIEWED BY LAWYERS WEEKLY, MAY 6, 1996,
“BUSINESS VALUATION TECHNIQUES.” BUSINESS LOCATOR. MAY 1996,

“VALUING BUSINESSES,” TAB LETTER, TECHNICAL ASSISTANCE BUREAU, JUNE 1996,

“USING BUSINESS VALUE TO ACHIEVE AD VALOREM TAX REDUCTIONS ON COMMERCIAL REAL
ESTATE PROPERTIES.” JOURNAL OF PROPERTY MANAGEMENT, JUNE 1997,

WHAT'S WORKING IN CREDIT & COLLECTION, QUOTED RE: BANK DRAFTS. MARCH 1997.
“MAKING SENSE OF INTERNET STOCK VALUES.” TAB LETTER, JULY 1999,

AFRICA TODAY, EXTENSIVE VIDEO COVERAGE BY REUTERS NEWS AGENCY OF TANZANIA REVENUE
AUTHORITY TRAINING PROGRAM. ARUSHA. TANZANIA. MARCH 11,2001 AND OTHER DATES.
INTERVIEWED BY ITV TELEVISION NI MWORK ON THL SUBJSEC TS OF BANKING, TAXATION,
ECONOMIC GROWTH AND DEVELOPMENT. AND CAPITALISM IN TANZANIAL IN ARUSHA. TANZANIAL
MARCH 16, 2001, AIRED NATIONWIDE ON MARCH 17, 2001, AND SUBSEQUENT DATES.
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THE ATLANVTA JOURNAL-CONSTIFGHON  INTERVIEWED FOR AN ARTICLE ON BANKING REGULATORY
POLICIES AND PROCEDURES. AND BANKING PRACTICES. AUGUST 21, 2001,

THE ATLANTA JOCRNAL-CONSTITUFION INTERVIEWED FOR AN ARTICLE ON BANKING PRACTICES
AND PROCEDURES TO HELP DETER TERRORISM, SEPTEMBER 19, 2001,

COLLECTIONS & CREDIT RISK, INTERVIEWED REGARDING BANKING PRACTICES, SEPT. 20, 2001,
THE ATLANTA JOURNAL-CONSTITUTION, INTERVIEWED FOR AN ARTICLE ON BANKING PPRACTICES
AND PROCEDURES INVOLVING FUNDS TRANSFERS AND MONEY LAUNDERING BY TERRORIST GROUPS.
SEPTEMBER 21, 2001.

THE BALTIMORE SUN, INTERVIEWED FOR AN ARTICLE REGARDING CONSIDERATIONS FOR THE
FUTURE OF ALLIED IRISH BANKS, PLC’S, AMERICAN SUBSIDIARY ALLFIRST BANK. MAY 30.2002.
THE ATLANTA JOURNAL-CONSTITUTION, INTERVIEWED FOR AN ARTICLE ON THE EFFECTS OF THE
SEPT. 11, 2001, TERRORIST EVENTS ON BANKING PRACTICES AND PROCEDURES, AUGUST 29,2002,
CREDIT AND COLLECTIONS WORLD MAGAZINE AND WEBSITE, INTERVIEWED REGARDING BANK
ACCOUNT OPENING PRACTICES AND IDENTITY THEFT, SEPTEMBER 20, 2002.

OUTSIDE THE LINES TELEVISION SHOW AND ESPN.COM WEBSITE, INTERVIEWED REGARDING
IDENTITY THEFT MATTERS. NOVEMBER | - 3,2002.

LENDING INTELLIGENCE MAGAZINE AND WEBSITE. INTERVIEWED REGARDING LENDING PRACTICES
AND INTEREST RATES, NOVEMBER 25, 2002.

NBC EVENING NEWS, INTERVIEWED REGARDING IDENTITY THEFT. NOVEMBER 25, 2002.

LENDING INTELLIGENCE MAGAZINE AND WEBSITE, INTERVIEWED REGARDING CREDIT SCORING AND
LOAN APPROVAL POLICIES AND PROCEDURES, DECEMBER 10. 2002.

CHARLOTTE OBSERVER NEWSPAPER, INTERVIEWED REGARDING BANK BRANCHING AND OPERATIONS
POLICIES, JANUARY 21, 2003.

STREET & SMITH'S SPORTSBUSINESS JOURNAL, INTERVIEWED REGARDING BUSINESS ETHICS AND
CORPORATE GOVERNANCE ISSUES INVOLVING THE U.S. OLYMPIC COMMITTEE’S CHIEF EXECUTIVE
OFFICER. FEBRUARY 25, 2003.

FAMILY FINANCES COLUMN THAT APPEARS IN THE BOSTON HERALD, THE PITTSBRURGH POST
GAZETTE, THE PALYM BEACH (FL) DAILY NEWS, AND SOME SCRIPPS HOWARD NEWSPAPERS.
INTERVIEWED REGARDING CREDIT CARD DEBT MATTERS. SEPTEMBER 23.2003.

THE DENVER POST, INTERVIEWED REGARDING BANKING ECONOMICS AND BANK BRANCHING
JANUARY 21. 2004, ARTICLE APPEARED FEBRUARY 8, 2004.

MORTGAGE LENDING COMPLIANCE ALERT, INTERVIEWED REGARDING HOUSING MARKET OUTLOOK.
ECONOMIC AND INTEREST RATE OUTLOOK. AND LENDER PROFITABILITY STRATEGIES. FEB. 2004.
CFA (CHARTERED FINANCIAL ANALYST) MAGAZINE, PUBLISHED BY THE ASSOCIATION FOR
INVESTMENT RESEARCH, NOW KNOWN AS THE CFA INSTITUTE, A PROFESSIONAL ORGANIZATION
FOR STOCK ANALYSTS. INTERVIEWED REGARDING BUSINESS ETHICS AND CORPORATE
GOVERNANCE 18SUES. MAY 2004.

CONTINENTAL MAGAZINE. INTERVIEWED REGARDING BANKING AND ITS EFFECT ON ECONOMIC
RESURGENCE. ESPECIALLY AS IT RELATES TO IRELAND. JULY 6, 2004.

FUROPEAN BUSINESS SCHOO! , INTERNATIONAL UNIVERSITY: SCHLOS REICHARTSHAUSEN,
GERMANY., INTERVIEWED REGARDING INTELLECTUAL PROPERTY AND BUSINESS VALUATION
TECHNIQUES. JuLY 24,2004,

SAN FRANCISCO {CA Y DAILY JOURNAL, A LEGAL NEWSPAPER, QUOTED REGARDING THE ALLEGED
BANK FRAUD AND CREDIT CARD FRAUD FACTORS RELATED TO ALLEGED GUANTANAMO BAY,
CUBA. U.S. AIR FORCE TRANSLATOR SPY AHMAD AL HALABL JULY 28, 2004,
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MORTGAGE LENDING COMPLIANCE ALERT. PROVIDED DIRECTION 1O A BANK ON THE PROPER W AY
TO HAND N ATTEMPTED FRAUDULENT INTERNATIONAL WIRE TRANSFER. S#PTEMBER 30, 2004,
SMALL BUSINESS TIMES, PROVIDED INFORMATION CONCERNING BUSINESS VALUATION ISSULS.
SEPTEMBER 30. 2004,

MORTGAGE LENDING COMPLIANCE ALERTONTERVIEWED REGARDING THE BANK SECRECY ACT AND
SUSPICIOUS ACTIVITY REPORTS (SARS). OCTOBER 12, 2004,

MORTGAGE LENDING COMPLIANCE ALERT. PROVIDED INPUT FOR AN ARTICLE CONCERNING
COMPLIANCE WITH THE RULES AND REGUIATIONS OF LENDING., NOVEMBER 4. 2004.

PATENT

ON JuLy 8. 2002, THE UNITED STATES PATENT & TRADEMARK OFPFFICE REGISTERED A
PROVISIONAL PATENT TO DON COKER ‘OR A BUSINESS PROCESS FOR IMPROVING THE PREVENTION
AND DETECTION OF FINANCIAL FRAUD INVOLVING PERSONAL AND BUSINESS CHECKS. CASHIER'S
CHECKS. POSTAL AND COMMERCIAL MONEY ORDERS, LETTERS OF CREDIT, BILLS OF EXCHANGL.
DRAFTS. AND MANY OTHER TYPES OF FINANCIAL INSTRUMENTS., ON JULY 1, 2003, THE FORMAL
PATENT APPLICATION WAS FILED. THIS PATENT IS BEING ACTIVELY MARKETED AT THIS TIME.

CIVIC ACTIVITIES

KATY SCHOOL DISTRICT {HOUSTON SUBURB), TRUSTEE. ELECTIVE POSITION.

U.S. ARMY RESERVE, 1966-1968, OFFICER TRAINING, FT. BRAGG. NC: HONORABLE DISCHARGE.
NOTTINGHAM COUNTRY CIVIC CLUB. OFFICER, 1,500 FAMILY NEIGHBORHOOD ASSOCIATION.
SUNDAY SCHOOL TEACHER. USHER, HOST.

EDUCATION
COLLEGE:
UNIVERSITY OF ALABAMA. BACHELOR OF ARTS DEGREE, 1968.

AWARDS AND ACTIVITIES: GOLD MERIT KEY AWARD FOR OUTSTANDING SERVICE TO THE
UNIVERSITY, QUTSTANDING ARMY ROTC PLATOON LEADER AWARD. NUMEROUS PUBLICATIONS
ACTIVITIES. APARTMENT MANAGER.

UNIVERSITY OF ALABAMA, 1968; UNIVERSITY OF HOUSTON. 1973, POST-GRADUATE WORK IN
FINANCE, ECONOMICS, VALUATION, REAL ESTATE, ACCOUNTING, AND LAW.

SPRING HiLL COLLEGE, MASTERS DEGREE-LEVEL LIBERAL ARTS AND ETHICS COURSEWORK.
SOUTHERN METHODIST UNIVERSITY. COMMERCIAL REAL ESTATE FINANCE AND SECURITIES.
SECONDARY:

UNIVERSITY MILITARY SCHOOL. MOBILE, AL. 12 YEAR PREP DAY SCHOOL. GRADUATED 1963,
AWARDS AND ACTIVITIES: OUISTANDING STUDENT IN ENGLISH. MILITARY AWARDS, SCHOOL
PUBLIC ATIONS.

OTHER PROFESSIONAL EDUCATION:
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AMERICAN BANKERS ASSOQCIATION - AMERICAN INSTITUTE OF BANKING: FINANCIAL STATUMENT
ANALYSIS. CORPORATE FINANCE. BANK INVESTMUNTS. PRINCIPLES OF BANK OPERATIONS, BANK
MANAGEMUNT. TRUSTS.

NATIONAL INSTITUTE OF REAL ESTATE BOARDS. COMMERCIAL REAL ESTATE FINANCE.
INTERNATIONAL COUNCH. OF SHOPPING CENTERS, SHOPPING CENTER FINANCE.

NATIONAL HOSPITAL ASS™N., I-WEEK WORKSHOP, HEALTHCARE ENTITY FINANCE & VALUATION,
MORTGAGE BANKERS ASSOCIATION. TWO WORKSHOPS: MULTI-FAMILY AND SFR LENDING.
FEDERAL HOME LOAN BANK OF DALLAS. TRAINING WORKSHOPS ON FINANCIAL INSTITUTION
MANAGEMENT. LENDING, INVESTMENTS, OPERATIONS, ET. AL.

TEXAS SAVINGS & LOAN DEPARTMENT, TRAINING WORKSHOPS ON FINANCIAL INSTITUTION
MANAGEMENT, LENDING, INVESTMENTS, OPERATIONS, ET. AL.

FEDERAL HOME LOAN MORTGAGE CORP,. REAL ESTATE FINANCING WORKSHOP.

FROST BANK, ADVANCED CREDIT ANALYSIS AND BUSINESS FINANCE.

FIRST NATIONAL BANK OF MOBILE, AL (NOw AMSOUTH BANCORPORATION), FINANCIAL
STATEMENT ANALYSIS. BUSINESS FINANCE, BANK INVESTMENTS. CREDIT CARD OPERATIONS,
DEPOSIT OPERATIONS, BANK MANAGEMENT, TRUSTS.

GIBRALTAR SAVINGS ASSOCIATION (NOW BANK OF AMERICA), COMMERCIAL REAL ESTATE
FINANCE, VALUATION, JOINT-VENTURES.

CITICORP, BUSINESS, CORPORATE AND REAL ESTATE FINANCE. VALUATION. DEPOSIT PRODUCTS.
INVESTMENTS,.

SOUTHWEST BANCSHARES {(NOW BANK ONE) BUSINESS FINANCE AND REAL ESTATE INVESTMENTS.
COMMERCIAL CREDIT CORP. (NOW CITIGROUP). ONE-WEEK CORPORATE MARKETING
CONFERENCE COVERING IN-DEPTH TRAINING IN ALL FINANCIAL PRODUCTS. PLUS 28 CDC
LEARNING CENTER COURSES (EQUIVALENT TO 45 SEMESTER HOURS) IN BUSINESS AND ECONOMIC
SUBJECTS.

PROFESSIONAL BACKGROUND SUMMARY

20+ YEARS EXPERIENCE IN MANAGEMENT AT BANKS. SAVINGS & LOANS. CREDIT COMPANIES,
MORTGAGE BANKING COMPANILS, AND A GOVERNMENTAL FINANCIAL INSTITUTION REGULATORY
AGENCY. POSITIONS HELD INCLUDE BOARD OF DIRECTORS MEMBER, EXECUTIVE VICE PRESIDENT,
SENIOR VICE PRESIDENT, MANAGER OF LENDING, MANAGER OF MORTGAGE BANKING.
REGULATORY SUPERVISORY AGENT (TANTAMOUNT 1O CEQ). COMMITTEE MEMBERSHIPS
INCLUDED LOAN COMMITTEE. EXECUTIVE COMMITTEE, AUDIT COMMITTEE, AND PENSION PLAN
TRUSTEE. SERVED AS A CORPORATE OFFICER OF VARIOUS FINANCIAL INSTITUTION SUBSIDIARIES.
MANAGEMENT RESPONSIBILITIES INCLUDED AS MANY AS 300 PEOPLE IN 22 LOCATIONS
NATIONWIDE IN TEN STATES AND $1 BILLION IN GROSS ASSETS. DIRECTLY RESPONSIBLE FOR
ORIGINATING OVER 36.000 LOANS OF ALL TYPES TOTALING OVER $5 BILLION, REVIEWING
OVER25.000 REAL ESTATE APPRAISALS, AND REVIEWING WELL OVER 100,000 FINANCIAL
STATEMENTS AND CREDIT REPORTS.
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OTHER PROFESSIONAL ACTIVITIES

CONSULTANT ON VARIOUS ECONOMIC, VALUATION, REAL ESTATE MARKETING, AND BANKING
MATTERS FOR CLILNTS N 44 STATES AND SEVERAL FOREIGN COUNTRIES.

EXPERT WITNESS, FOR PLAINTIFE AND DEFENSE, LISTED IN THE ASSOCIATION OF TRIAL LAWYERS
OF AMERICA'S AND THE DEFENSE RESEARCH INSTITUTE'S DATABASLES OF RECOMMENDED
CONSULTANTS. PLUS STATE AND LOCAL DATABASES IN AT LEAST 18 STATLS AND CITIES.
APPROVED REGISTERED U.S. GOVERNMENT CONTRACTOR.

PHILLIPS COLLEGE. FORMER ADJUNCT PROFESSOR OF BUSINESS.

INSTITUTE OF FINANCIAL EDUCATION, APPROVED INSTRUCTOR FOR THE EDUCATIONAL ARM OF THE
U.S. LEAGUE OF SAVINGS INSTITUTIONS.

PRENTICE HALL PUBLISHING, SIMON & SCHUSTER. PARAMOUNT COMMUNICATIONS, TECHNICAL
EDITOR AND CONSULTANT ON BANKING AND REAL ESTATE SUBJECTS.

HOLIDAY INN AND RODEWAY INNS, LENDER ADVISORY PANELS.

NOVICK'S MONEY MARKET SEMINARS, PANELIST.

NATIONAL DIRECTORY OF CORPORATE DISTRESS SPECIALISTS, APPROVED MGT. CONSULTANT.
LICENSED SPORTS AGENT. APPROVED BY THE NCAA, MAJOR LEAGUE BASEBALL PLAYERS
ASSOCIATION. AND THE AL ATHLETE AGENTS REGULATORY COMMISSION.

AMERICAN ARBITRATION ASSOCIATION. APPROVED PROFESSIONAL COMMERCIAL ARBITRATOR.
STATE OF TEXAS REAL ESTATE COMMISSION. APPROVED INSTRUCTOR AND WRITER OF COURSES.
TEXAS REAL ESTATE BROKER'S LICENSE HELD FOR OVER TEN YEARS.

RECOGNITION IN BIOGRAPHICAL REFERENCE BOOKS

WHO'S WHO IN AMERICA. 52 ~ 58" DS,

WHO'S WHO IN THE WORLD, 12716 Eps.

WHO'S WHO IN FINANCE & INDUSTRY. 26™ ~ 29" anp 33% ps.

WHO'S WHO IN MEDICINE & HEALTHCARE. 1 — 4" EDS,

WHO'S WHO IN THE SOUTH & SOUTHWEST. 21° - 31°T EDS.

DIRECTORY OF DISTINGUISHED AMERICANS, 5™ D,

WHO’S WHO REGISTRY OF GLOBAL BUSINESS LEADERS. 1993 - 1994 ED.
WHO'S WHO OF EMERGING LEADERS OF AMERICA. 3*” ED.

WHO'S WHO REGISTRY OF BUSINESS LEADERS, 1994 ED.

PERSONALITIES OF AMERICA, 5TH ED.: PERSONALITIES OF THE SOUTH. 14™ep.
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EMPLOYMENT HISTORY

1986 - PRESENT: BANKING., MANAGEMINT & ECONOMIC CONSULTANT, MOBILE, AL.
CONSULTING ASSIGNMENTS COVERING A BROAD RANGE OF ACTIVITIES SUCH AS GOVERNMENTAL
REGULATORY OVERSIGHT, INTERIM MANAGEMENT, BUSINESS & ASSET VALUATION, INTANGIBLE
ASSET ISSUES, BANK INCOME FAX ISSULS. MERGER & ACQUISITION ASSISTANCE, DUE DHLIGENCE.
BUSINESS PLANS, MANAGEMENT ADVICE, WRITING & EDITING BUSINESS BOOKS., FEASIBILITY &
MARKETING STUDIES & ADVICE. TRAINING & EDUCATIONAL ACTIVITIES: AND EXPERT WITNESS
ENGAGEMENTS COVERING ALL AREAS OF BANKING, VALUATION, SECURITIES. ECONOMICS, TRUSTS
& ESTATES. REAL ESTATE, INTERNATIONAL. MANAGEMENT. FINANCE, AND BUSINESS.

1985 - 1986: EXECUTIVE VICE PRESIDENT. MANAGER OF LENDING & MORTGAGE BANKING.
BOARD OF DIRECTORS MEMBER, HOME SAVINGS (NOw Cr1iGRoup), HoustoN, TX. NUMBER
Two EXECUTIVE. HEAVILY INVOLVED IN INVESTMENTS & DEPOSIT ACTIVITIES. OFFICER OF
SEVERAL SUBSIDIARY COMPANIES. MEMBER OF LOAN COMMITTEE, EXECUTIVE COMMITTEE.
AUDIT COMMITTEE. ET. AL. RESTRUCTURED THE MANAGEMENT RESPONSIBILITIES OF SEVERAL
DEPARTMENTS, INCREASING PRODUCTION, EFFICIENCY. AND STAFF UTILIZATION. COMPLETED A
$54 MILLION COLLATERALIZED MORTGAGE OBLIGATION LOAN SECURITIZATION TRANSACTION
THROUGH SALOMON BROS.

1984 - 1985: SENIOR VICE PRESIDENT. MANAGER OF LENDING, FIRST FEDERAL SAVINGS (NOW
GUARANTY BANK). SAN ANTONIO, TX. MANAGER OF ALL LENDING & MORTGAGE BANKING.
NUMBER TwO EXECUTIVE. HEAVILY INVOLVED IN INVESTMENTS & DEPOSIT ACTIVITIES.
INCREASED LENDING ACTIVITIES 40% IN ONE YEAR WHILE REDUCING DELINQUENCIES, ALL
WITHOUT ADDING TO HEADCOUNT.

1983 - 1984: SOUTHWEST REGIONAL MANAGER. FORD MOTOR CREDIT CORP., HOUSTON, TX.
MANAGER OF COMMERCIAL REAL ESTATE FINANCE, AND SOME FINANCING WITH DEALERS.

1977 - 1983: REGIONAL MANAGER, COMMERCIAL CREDIT COMPANY (NOW CITIGROUP).
HOUSTON, TX. MANAGER OF COMMERCIAL AND RESIDENTIAL REAL ESTATE FINANCING FOR THE
SOUTHWEST, AND FORMALLY TRAINED & INVOLVED IN ALL FINANCIAL PRODUCTS OFFERED BY THE
$7 BILLION COMPANY. CHOSEN TO OPEN THE COMPANY'S FIRST COMMERCIAL REAL ESTATE
LENDING FIELD OFFICE. RECEIVED THE COMPANY'S LARGEST BONUS EVER AWARDED, TWICE.

1974 - 1977: MANAGER OF COMMERCIAL REAL ESTATE LENDING AND MORTGAGE BANKING,
SOUTHWEST BANCSHARES (NOW BANK ONE), HOUSTON, TX. ALSO INVOLVED IN THE
ORIGINATION AND  ADMINISTRATION OF CONSTRUCTION LOANS. DEPOSIT & INVESTMENT
ACTIVITIES FOR LENDING CLIENTS INCLUDING WEALTHY FOREIGN NATIONALS. CORPORATE &
PERSONAL LENDING. AND CREDIT CARD OPERATIONS, CREATED AND MANAGED A COMMERCIAL
MORTGAGE BANKING ENTITY FOR A MULTI-BANK HOIDING COMPANY.

1973 - 1974;  ASSISTANT REGIONAL MANAGER & ASSISTANT TREASURER, CITICORP REAL
ESTATE, HOUSTON, TX. MORTGAGE BANKING AND CONSTRUCTION LENDING FOR CITIBANK, NLA.
(NY), AND DEPOSIT & INVESTMENT ACTIVITIES FOR WEALTHY FOREIGN CLIENTS.  HELPED
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ESTABLISH A NEW OFFICL (N HOUSTON. INCLUDING STAFFING AND THE ESTABLISHMINT OF
OPERATING POLICIES & PROCEDURES.  PRIMARY TERRITORY COVERED SEVEN STATES. AND
OPERATED NATIONWIDE & INTERNATIONALLY,

1972 - 1973; LOAN OFFICER & MANAGER OF LENDING DEPARTMENT. GIBRALTAR SAVINGS (NOW
CITIGROUP)Y, HOUSTON, TX. AT AGE 260 MANAGED THE DAY-TO-DAY OPERATIONS OF TEXAS
LARGEST S&L (557TH LARGEST IN THE U.S).  HANDLED CONSTRUCTION & SUBDIVISION
DEVELOPMENT LOANS. JOINT-VENTURES. AND HIGH-VOLUME BUILDER ACCOUN1TS. COMPLETED &
IMPLEMENTED  SEVERAL  WORKFLOW  EFFICIENCY IMPROVEMENT PROJECTS FOR  VARIOUS
DEPARTMENTS.

1968 - 1972: FIRST NATIONAL BANK OF MOBILE (NOW AMSOUTH), MOBILE, AL, MORTGAGE
AND REAL ESTATE SPECIALIST IN THE TRUST DEPARTMENT. TRAINED AND WORKED IN ALL AREAS
OF THE BANK INCLUDING CHECKING & SAVINGS. CREDIT. CORPORATE LENDING, PERSONAL
LENDING, OPERATIONS. CHECK PROCESSING. AUDIT, INTERNATIONAL, INVESTMENTS. TRUSTS &
ESTATES. CORPORATE PENSION PLAN MANAGEMENT. PORTFOLIO MANAGEMENT, STOCK TRANSFER,
CORPORATE BOND TRUSTEE. BANK SECURITY, CREDIT CARD OPS, AND FUNDS TRANSFERS,
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June 16, 2003

Ms. Karen Patterson
Department of Corporations
1515 K Swreet. Suite 200
Sacramento. CA 95814

Special Agent Peter Norell, Supervisor
Federal Bureau of Investigations

901 West Civic Center Drive. Suite 300
Santa Ana. CA 92679

Special Agent Matt Galioto
FBI Long Island

135 Pinelawn Road. Suite 350
South Melville. NY 11747

Dear Special Agents Norell and Galioto and Ms Patterson:

On June 5. 2005 T received an email from Josh Kriteman entitled “help.” Mr. Kriteman is the
owner of Synergy Consulting, LLC." He indicated that he had recently seen me on 60 Minutes
and was concerned about an investment that he had made into a company called Rainmaker Real
Estate Partners.”

In the email he mentioned the company had offered him 30% annual returns. Mr. Kriteman also
stated he and his wife had invested a significant amount of money with Rainmaker Real Estate

! Synergy Consulting is located at 1739 Berkley Street. Suite 109, Santa Monica. California 90404 (310-264-6124).
Please see Addendum 3 for this email and subsequent emails between Mr. Kriteman and myself.

* There are many companies under the umbrella of “Rainmaker Real Estate Partners.” Please see Addendum 4
where the corporate records that we were able to locate are listed showing the primary players in alf these
Rainmaker entities to be Sidney F. Levine. Alireza Dilmaghani. James Joseph Conway, and Antoinette Wooten.
The various companies and entities include but are not limited to Rainmaker Managed Living, Mortgage Group.
41505, LLC, Rainmaker Managed Living. LLC; Rainmaker Real Estate Partners: and Rainmaker Realty Parmers.
LLC. For the purposes of this report. whenever possible I will refer to these companies as the “Rainmaker
conglomerate.” The company lists three addresses on their web site: their main office in New York at 116 W, 23rd
Street Corner of Sixth Avenue Fifth Floor. Suite 300 New York. NY 1001 12 their New Jersey office located at 744
Broad Street, 16" Flaor Newark, New Jersey (7102 and one office in California at 100 Oceangate 14" Floor Long
Beach. California 90802, As attorney Tom Lloyd notes after evaluating the Rainmaker investment opportunity: “Ir
appears that Dilmaghani has set up a web of cntities with partnerships and LLCs designed. on the ong hand. to raise
equity capital from mnestors  purchase and operate managed and assisted Hiving arrangements and other reul estate
investments and, on the sther hand, 1o provide services 1o the entities raising capital.”™ Mr. Lloyd further details
these companies 1o his unabridged report in Addendum 2.
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Partners (which was supposedly in the business of purchasing residential and or commercial
properties and converting them into nursing and assisted care facilities for the clderly).

Subsequent conversations and emails with Mr. Kriteman revealed that he and his wife have
invested $110.000 into Rainmaker Real Estate Partners. Mr. Kriteman said he found out about
this investment from an “investment opportunity” advertisement that was placed in the January
30. 2005 edition of the Los Angles Times.' According to his first email. he became suspicious
about his investment because “we were promised copies of the deeds months ago and I have
personally requested this information without success.”

1 later leamed that the “deeds™ Mr. Kriteman was referring to was the proof of the use of
proceeds that he had invested: specifically that the Rainmaker conglomerate had actually bought
and closed escrow on certain facilities in New York and Los Angeles that would be converted
into assisted living {acilities or nursing homes. Based on these concerns we decided to look into
the company and subsequently contacted Karen Patterson. enforcement lawyer at the California
Department of Corporations. At our request, our client subsequently cooperated directly with
Ms. Patterson and we turned over all documents we had received from the client to the California
Department of Corporations for evaluation,’

APPARENT CLEAR AND PRESENT DANGER
TO THE ELDERLY AND THE INVESTING PUBLIC

Currently Rainmaker is soliciting funds from investors and promising outrageous returns (110%
over 3 years5 or 49% after two years and no less than 25% after one year®). This investment
capital is supposedly secured by real estate purchased with the money raised. Rainmaker also
appears to raise money from the elderly 1o purchase units (studio living quarters) in advance for

$250.000 per unit.

* Please see Addendum 5 for the actual copy of the placed ad. It is important to note from this ad that any
investment into Rainmaker iy "a real estate secured”™ investment.

1 also contacted Special Agent Matt Galioto from the Long Island office of the FBI and Supervisor Special Agent
Peter Norell from the Santa Ana office of the FBI as both appeared to have jurisdiction based on the three
Rainmaker office ocations.

* Please see Addendum 6. the web site. section entitled "Mortgage Partners™ where it says: “Additional return of
35 “ETF" Early Termination Fee. plus alf of the principle on the 36th month, for a total return of 110% in
26 months ‘GUARANTEED"”

“ That the 25% annual relurn 1 not a projection and iy guaranteed immediately for all investon can be seen inthe
company web site under "Profit Distribution MIX and Bonus Units™ where it states: ™~ Annual minimum guaraniee
interest of 25% witl be paid monthly and quarterly distributions as deseribed in the program repart will be made
pursuant to the amount of partners m the program.” Abo. i the section on the web site entithed "Welcome 1o
Rauinmaker Managed Living LLC™ 1t reads: *23% Guaranteed Annual interest paid mounthiy.”
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To raise money {rom the former group of investors. the company places ads in newspapers like
the LA Times and offers high retumns directly from their web site. The company appears to be
run primarily by New York attorney Alizera Dilmughani. which imputes credibility to the
Rainmaker business opportunity (a lawyer holds a position of trust and the assumption is he
would only be involved in a legal enterprise). Mr. Dilmaghani appears to also handle the
finances for the Rainmaker conglomerate as he is the signer on the checking account from which
our client receives his monthly interest pa_\fnxents.7

The company also makes claims to current and potential investors of currently running and
operating a facility m Kings Park. New York (which. according to them was purchased carlier
this year) and vet title reports® and calls to the facility reveal that Rainmaker does not own nor
operate that facility. Calls to governmental licensing agencies by our retained expert reveal
neither Rainmaker nor its affiliates are licensed to run assisted care facilities or nursing homes in
the New York, Los Angeles. or Orange County areas (including La Habra),

In an interview between Ms. Kriteman” and Mr. Conway. she was recently told that Rainmaker
has already raised at least $10.000.000 and that is strictly from investors like our client. We
were not able to determine how many elderly people on top of the $10.000.000 raised have
invested $250.000. However, when the company makes attractive statements like the following.
which appears on their web site. we are concerned about the appeal certain clderly people may
have to buy into this $250.000 offer. Their web site states: “Rainmaker facilities are first class
resort or home style facilities offering every amenity and everv. form of entertainment and
activity.” Yet we were unable to find any currently operating Rainmaker facilities to prove this
statement.'® This is especially relevant because investors are relying upon a real estate secured

" The checking account number for Rainmaker Managed Living. LLC 1> 7916184349 and the bank is Commerce
Bank. The ABA number for Commerce Bank is 02601367,

* Please see Addendum 7 for title reports on the addresses provided by Rainmaker to our client. To insure accuracy
we updated these reports periodically during the construction of this report. Also. that the exact address of this
property is 121-125 West Main Street Kings Park. New York [1754-1607 is contirmed by our client in writing and
this is the very property that he and his wife relied upon as security for their investment (please see emails from Josh
Kriteman and myself in addendum 3},

? See addendum 8 where notes that were taken at this meeting by Ms. Kriteman are included. I asked that Mr. And
Ms. Kritenian get answers to certain questions about Rainmaker which resulted in this in person meeting. Now the
trony of all ironies about this mecting and the subsequent notes from this meeting was that James Joseph Conway
(33, also had referred the Kriteman's o another investment with a man named Edward Showalter. The same Ed
Showalter that the Wall Street Journal confirmed in August of 2003 that 1 helped shut down in a SEC violation. To
the Kriteman's knowledge, Mr. Edward Showalter has nothing to do with the Rainmaker deai except that JJ referred
them 10 the Showalter deal (apparently as a broker) and currenily acts as a “broker” for the Rainmaker deal. In fact,
according 1o Ms. Kriteman's meeting with J1, the only dedl he is currently “sefhing™ 10 investors i the Ruinmuher
deal because it i the best by far.™ That Mr. Conway speaks on behalf of the company and i mote than just a
tundraiser can be seen i the corporate documents where he is histed as “Registered Agent.”

¥ o reconfirm this fact, we had our client contact the senior management of Rainmaker. His response can be found
in Addendum 8. Moreover. i het meeting with Mr, Conway no “new ™ addresses for curient facilities were
provided.
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investment; but we could not find evidence of purchased real estate despite Rainmaker having
alveady raised ten million dollars.'’  Their web site clearly states to potential investors that.
“Rainmaker’s war chest allows Rainmaker to be a fast. all cash buyer.”™ The implication is that
Rainmaker owns real estate free and clear which secures potential investor's money. Even on
the front page of their web site entitled “Welcome to Rainmaker Managed Living, LLC” a bullet
point reads: *The sccurity of huving your investment backed by New York City real estate.”!?

With all due respect to the current property owner of Kings Park, New York, we photographed
the location (included in Addendum 10 of this report), and it was by no means a “first class
facility™" even if they did own it—which it appears they do not.

Also troubling is the fact that the Rainmaker conglomerate is soliciting qualified money from
investors: specifically IRA proceeds.14 Whenever a promoter accepts IRA money there is an
imputed credibility to the deal. People wrongly assume that if retirement money can legally be
deposited in a certain deal. then that deal must have been “checked out by the IRS and blessed as
legitimate.”

This was clearly a prevalent {actor in the Financial Advisory Consultant case where James
Lewis’ ability to accept IRA money imputed credibility to the potential investor and allowed him
to raise millions of IRA money from unwitting investors. For the above-mentioned reasons, it
appears that Rainmaker is a clear and present danger to the investing public and specifically the
clderly. The below information is not everything there is to know about Rainmaker. their senior
management or its investors. but rather everything law enforcement needs to know to
independently corroborate our findings.”” Additionally. it appears that the Rainmaker investment
opportunity is relatively new and, if proven to be an untenable business model. can be dealt with
more proactively by law enforcement thereby keeping the victim impact to a minimum.'®

' That they have clearlty raised this amount of money and probably more is revealed in a fist of current "LLC
members” distributed by the company to current participants. Please see Addendum 9 for this st of investors.
However. this list does not include any elderly peaple who may have purchased, for $250.000, a future studio from
Rainmaker.

" Please sce addendum 6.

" Pleusc sce Addendum 10, By making this satement we are not acknowledging that Rainmaker owns this property
but metely stating that if they did 1t would not appear to fit the model being sold to the elderly public.

Y Please see web site. Addendum 6 under subscription agreement.

P A with all of our reports. we encourage independent verification of our findings av we coukd be wrong i ow
assumptions and conclusions. Alihuugh we betieve and think our conclusions dre sCurate, we encourage
independent cortoboeration of our report. o make this easy for the reader. we abways include contact sumbers for
the people who provided information contained in the report.
' Having said this. we are not depre 2 the seope of at le

f .t o [SONS SN

0,000,000 already having been raised. However,
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COMPANY OVERVIEW
The company’s official web site'” provides the following description of the business model:

“Rainmaker Realty Partners secks to acquire and operate commercial adult managed living.
assisted living and adult living properties and, including without limitation, office buildings.
shopping centers. business and industrial parks and other commercial and industrial
properties, or businesses through outright purchase or leasehold.”

They go on to add: “Rainmaker communities offer independent living in a studio apartment
with private bath and shared supervised kitchen facilities. If over time you need more care
you automatically transfer o the nearest bed in a Rainmaker Assisted Living community. If
you eventually need full supervision nursing care services. you will be automatically
transferred to the nearest available bed in a Rainmaker Skilled Nursing facility. These
upgrades in care are TOTALLY FREE OF ADDITIONAL CHARGE. Once you book a TIC
(stands for tenant in common, explanation inine) studio suite that’s it. Pay one time and never
pay again for standard services. And if you use an existing property to fund your purchase
you retire virtually for free and your family keeps your property for the estate. Rainmaker
facilities are first class resort or home style facilities offering every amenity and every form
of entertainment and activity.”

Based on the above. the company web site and the investment materials. it would appear that
Rainmaker raises money {rom the public promising rates of return that range from no less than
25% annually “guaranteed” to 110% over three years. The proceeds raised arc then used to
purchase residential (or commercial) real estate that is then converted into assisted living or
nursing home facilities. According to Rainmaker, assisted living facilities are the bridge between
independent living and nursing homes.'® The company then aggressively markets elderly people
to purchase studios in these facilities for $250.000 per unit for life ~ even if their health
deteriorates and requires permanent nursing care.

' The company web site can be found at www rainmakerlifecare com. We have downloaded the entire web site and
included it in Addendum 6 because in our experience when a company realizes they are being looked into. they
often take down ur materially alier their web site 1o avoid prosecution. Another web siie for "Rainmaker Realty™ is
www rammakerrealty ot/ wsn/payed himl, which appears to be a site offering to sell commercial and residential
property at a 4% brokers commission. The interesting thing about this site is the many misspelted words! For
example. one page that opens the “financing”™ section misspells the words “services” and “firm.” The site reads’
~Rainmaker Realty is unique ax it offers serveies no other real estate frin offers. This site. Addendum 11 i
included for the sake of thoroughness but iy not the main focus of this report.

B Ploase see vompany web site under “What 15 Ruinmuker Assisted Living?” section.

" The problem with these types of promises (including the promise made to investors that they cin “tash out at any
time’) is that they. the promives. are only ax goad as the company making them. As previously stated. our expert
was unable to Jocate am Licensing for the Raimmaker conglomerates, nursing o assisted living care facilities or
properties cwned by the Rainmaker LLCs that our mvested client believed his money was being used to purchase.
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SEVEN SPECIFIC CONCERNS WITH THE RAINMAKER INVESTMENT20

1. According to our expert, high returns are incensistent with the assisted living and
nursing care facility industry and therefore fails the ‘normally and regularly” test. In
assimilating this report, the Fraud Discovery Institute retained the services of Carl Bryant.”!
Mr. Bryant's qualifications include being an expert in the Federal regulatory process
including policies and procedures for assisted living and nursing homes. He has provided
training to healthcare providers: field. administrative, and headquarters staff on regulatory
systems for the Healthcare Financing Administration: and the California Department of
Health Services: national firms: and various healthcare facilities. He has conducted on-site
evaluations and investigations of health facilities to ensure compliance with state and federal
laws and regulatory requirements. He has also been an expert witness for almost 20 years
and holds a Certification for Director of Staff Development for Nursing Homes.

According to Mr. Bryant. normally and regularly assisted living facilities and nursing homes
do not achieve the profit margin warranted and represented to potential Rainmaker investors.
After examining profit margins by publicly traded companies in the assisted living and
nursing care industries. Mr. Bryant writes:

“Manor Care, Genesis HealthCare Corporation, Extendicare Health Services,
National HealthCare Corporation are publicly traded corporations who were
ranked in the 50 largest skilled nursing facility chains and the 30 largest assisted
living chains reported profit margins between 4.11 to 7.77%. The average profit
margin is 6.26%."

How can Rainmaker offer profit margins to investors in the very same industry which range
from 25% annually to 110% over three years when well funded, publicly traded companies
with far greater “war chests™ as it relates to cash and capital for favorable purchasing terms
are only carning approximately 6.26% annually? Upon closer examination of this industry,
the profit margins shrink further as noted by Mr. Bryant:

* The Fraud Discovery Institute does not have subpoena power or authority and is therefore at an investigative
disadvantage. Qur findings must be Himited in scope to the public record. company warrants and represemations.
interviews with our client and other proprietary methodology.

TUMe. Bryant's report in it entirety 1s included in Addendum tof this repost. The report alvo cites several people
Mr. Brvant spoke with at the various governmental agencies m New York and Califorma to conclude that
Rainmaker is not now nos bas it been hicensed to run an assisted care factlity or a nursing home. As for the Kings
Park. New York facility. Mr, Bryam confacted Wendy Brown, Supervisoer for Adult Health in Long Islund Division
(631-R3 130900, and she indicated that no change of ownenshp had oveured and no an application for a change of
ownership was i process.
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“Sunrise Senior Living. Emeritus Corporation, American Retirement Corporation
are three assisted living chains ranked within the top 30 assisted living facility
chains but not in the top 50 nursing home chains. These chains report profit
margins ranging from ~ 11.66 to + 4.74% with an average profit margin of -
2.88%."

Thus the margins being offered by Rainmaker are inconsistent and are not “normally and
regularly™ found in the assisted health care or nursing home indusiry.”  Mr. Bryant
concludes by stating that: “Based on my experience, and available data for the long term
care industry the Rainmaker Managed Living website contained information that was
NOT consistent with the long term care industry.”

2. Unregistered security offered by unlicensed broker dealers across state lines.
Admittedly, the promoters defend this charge by citing the passive investor exclusion.™
They argue that since this is an LLC it is exempt from securities laws because (according to
the operating agreement) all people in the LLC have equal power to vote on properties. It
would be a fine argument except for one major problem, The LLC currently does not own
any property for these LLC participants to “equally and not passively” participate in.

In fact. in what has to be the biggest smoking gun I have ever seen in this type of case, the
Rainmaker web sitc states that while their assisted living facilities are being built investors
are still guaranteed a 23% annual return (this annual return of 25% is guaranteed over and
over again throughout the company's materials). How will this return be generated in
assisted living facilities with no paying residents? According to the company’s official web
site, in a section entitled “Start Up Interest Payment:

~The partnership guarantees a minimum return of 25% annually on your partnership
shares payable monthly. In the beginning as facilities are under construction, ramp up
or lease negotiation. The interest payments during that time will be derived from short
term investment in real estate bridge loans, government securities, foreclosed rollovers,
income from the operations of the Managing partners law firm, proceeds from

“in anticipation of the company arguing that point one is not valid becawse their profit margins are not solely linked
10 the nursing home and assisted fiving facility industry. it 15 appropriate 1o point out that this is a sword that will cut
both ways for Rainmaker. For example. if the company argues that they make these margins (as they aliude 1o in
their “Start Up Interest Puyments” section) through other income earning endeavors then they will have further
complicated their alleged unregistered securities problem. Why? Because it is one thing to say all investors are in
an LLC that buys and operates ed lving facilities to duck securities laws, but when you start earning profits for
investors by doing things like “bridge loans, “or “operating revenue from managing partners law firm” or the
“purchasing of government securities”™ on behalf of the nvesting public, then you have crossed over inta the arena of
offering an unregistered security that no LLC formation can shield Rainmaker from.

¥ Please see. for example. the web she in the section entitled “Rainmaker Realty Partners T Aptil 1. 2004
Subscription Agreement where it states that. “The Securities und Eachange Commussion has not approved or
disapproved equity participation units of passed upon the adeguacy of the information this report.”
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collections on pending litigation. and consulting services to other third party assisted
living and nursing facilities regarding the licensing of the Rai ker 1031 and TIC
program packages on a non-exclusive proprietary basis in arcas wherein Rainmaker
will not be seeking to establish operations in the near future and pre-need sales of TIC
packages.”

Two phone calls® confirmed that Rainmaker is not licensed to lend money (bridge loans as
stated in the above quote) in New York or California. Moreover, and admittedly this is not
my ficld of expertise. I am not aware of any “government security” that currently offers a
guaranteed 25% annual return.  In no way is this a concession that if the assisted living
facilities were up and running that this would be exempt from securities laws. As attorney
Lloyd®™ notes in his report on the Rainmaker investment opportunityzf’: “Based on the
characteristics of reliance on others to manage the investment and the public nature of
the offering of partnership Units, the Units described in the Rainmaker website should
be treated as a securities under both California and Federal securities laws.” From the
blatant 60% returns stated on the web site to the LA Times ad soliciting new investors, this
company appears to be offering an unregistered security publicly.”’

3. Our public record search shows nothing owned by the Rainmaker conglomerate of
companies. Yet the company’s “Important Notice to Members™ uses fanguage that clearly
conveys the Kings Park Sunken Meadow property is owned by them. is operating and is at
full capacity. On June 14. 2005 I contacted Ms. Palena Henigman (631-269-9286) at Sunken
Meadow Adult Home. 1 confirmed with her in two separate conversations that the address of
Sunken Meadow was 121-125 W. Main St.. Kings Park. NY 11754-1607. She said they have
37 beds and that they are all filled. 36 to men and one to a woman. She then confirmed that
Sunken Mcadow Adult Home had not been sold or was not under “new management.”

Qur expert Carl Bryant then called Wendy Brown. Supervisor for Adult Health in Long
Island Division (631-851-3090). and she indicated that there had been no change of
ownership at the Sunken Meadow facility nor was there an application for a change of
ownership in the process. This is in direct contradiction to the “Important Notice to
Members™ sent out by attorney Alireza Dilmaghani regarding this property: “The current
bed space is fully booked and we expect to start TIC conversions (stands for tenants in
common) in the next 30 to 60 days after our license is approved. In the interim we re
operating under the previous owners license and have negotiated the right to do so with the

s

Please see Addendum 12 where the report of these two phone calls is recorded

* Mr. Lloyd is a Harvard educated former pattner of the faw firm of Higgs, Flercher and Mack in San Diego,
Culifornia.

* For the compete report prepared by Mr. Liovd. please see Addendum 2

= On June 7. 2005, T contacted Karen Pattersan. enforcement lawyer at the Califorma Department of Corporations
(916-322-6737) and she confirmed that the Runmaker investment wis not blue skied in the state of California



209

info@frauddiscovery et

'F);RSA Uub DISCO VERY Phone & Fax:

1-888-300-8307

previous owner for up to 12 months if necessary.” But as stated above, Ms. Henigman
contradicied this statement as does the pubic record title reports.

Additionally. in an official letter sent by the company and dated March 25, 2003 and sent 1o
our client. Sid F. Levine states: *“Also enclosed with the mailing you will find a copy for
each partner of the Kings Point purchase agr t which is the new property we own in
New York.” This appears to be in direct contradiction to what (1) the most recent title report
on this address states that the property has not changed ownership (2) the current owner
states (3) what the Adult Health organization in Long Island stated——specifically Rainmaker
is not licensed not is there a pending license.™ Moreover, the impression from the web site.
materials, and our client is:  “Reinmaker Entities are those Independent Living, Assisted
Living. Adult Living. Life Care and Nursing Home Fucilities which are now” or shall in the
Juture be acquired and/or operated by Rainmaker entities...” Clearly the notion Rainmaker
gives the public is that they are currently running and operating some kind of facilities.
The language is clear. In fact, Rainmaker states that these operating facilities: “...are first
class resort or home stvle facilities offering every amenity and every form of entertainment
and activity.”  Obviously they cannot be “first class facilities™ if they do not exist.

4. No licensing for nursing or assisted living in New York or Los Angeles where the
company claims te be currently or imminently operating. As our expert confirms:
“Licensing and certification requirements for the State of New York are similar to those for
the State of California. A license must be obtained to operate a skilled nursing facility
(nursing home) or an assisted living facility (residential care facility for the elderly) in the
State of New York. Skilled nursing facilities are licensed by the State of New York
Department of Health Services. Division of Quality and Surveillance of Nursing Homes,
Courthouse Corporate Center, Suite 5000, 320 Carleton Avenue, Central Islip. NY, 117227
He goes on to add. "Contact was made with the Department of Health Services, Division of
Home and Community Based Care and the Division of Quality and Surveillance of Nursing
Homes. Lynn Thomton at the Division of Home and Community Based Care was contacted
at (518-408-1132) regarding assisted living facilities. Ms. Thomton stated there was no
assisted living facilities owned or operated by Rainmaker Managed Living.”

In scarches conducted for California licensing. Mr. Bryant did not fair any better. He writes:
“A licensed to operate an assisted living facility is obtained through the State of California.
Department of Social Services. Community Care Licensing Division. A number of district
offices for licensing assisted living facilities are located throughout the state. The district
office responsible for licensing an assisted lving facility in La Habra is located at 770 The
City Drive, Suite 7100, Orange. California. 92868, The address provided for Rainmoke
Managed Living 1s located in La Habra, California. The Department of Social Services

 See emuil from Cart Bryant duted June 14" in Addendum 13.
* Emphasis mine. Document foursd on the company official web site on the page entitled “Rainmaker Manuged
Living. Mortgage Group. 41503, LLC™ with the subsection “Overall Objectives and Srrategy”
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database for Orange County. California where La Habra is located indicates that there are
879 assisted living facilities for the elderly... Contact was made with both the Department of
Health Services and the Department of Social Services. Fran Del Rio at the California
Department of Health Services, Orange County district office was contacted at (714-456-
0630) regarding skilled nursing facilities. Ms. Del Rio stated that there was no skilled nursing
facility owned or operated by Rainmaker Managed Living. Susan Levine at Community Care
Licensing for Orange County was contacted ar (714-703-2840) regarding assisted living
facilities. Ms. Levine stated there is no assisted living or residential care facilities for the
elderly owned or operated by Rainmaker Managed Living.

n

They are asking the elderly for $250,000 up front in cash or equity from real estate to
secure their living quarters on locations that the company does not yet own. To their
credit, Rainmaker discloses this to the elderly who are the potential buyers/residents by
stating in their web site:

“Rainmaker Facilities offer a special selection package of studio suite amenities when the
subscriber LLCCM books a facility OPTION SUBSCRIPTION prior to the facility coming
into the Rainmaker portfolio. Rainmaker will at times option properties and determine if
the market supports the property purchase. These special option subscriptions are held in
an attorneys trust account pending closing on the property. Upon closing the property
transfers to Rainmaker and the subscriber who then takes possession. If the facility option
is relinquished the subscriber may assign his or her subscription option to another
operational facility. a future facility. future option purchase or elect to receive a FULL
REFUND at the subscribers sole discretion. At this time, cash based TIC (Tenants in
Common) ownership requires that you have cash available to pay for you unit
subscription. The current cost of a unit is $250.000.00 per person. Pre Need booking is
encouraged which will save you 25 to 50 percent of the costs you will encounter if you
book after the facility is completed. You pay $250.000.00 that will be used to pay for
your unit subscription in a Rainmaker Facility. You receive the same benefits as property
subscribers under the same 121 month draw contract terms and conditions.™

But the obvious question based on points one through four is: How can Rainmaker be
entrusted to hold $250,000 from elderly people in New York and California in advance?
They do not even currently own or manage the Kings Park property. which investors rely
upon and believe is the primary use of proceeds for their investment capital.

6. No independent proof of profitability. Our client has asked repeatedly for CPA prepared
financial statements. He reports that the fatest story is they will be ready “at the end of
June.” Investors were also promised proof of purchased properties in the form of “deeds™ and

* Please see web site page entited "Rainmaker Munaged Living, LLC Cost Free Retiremnent” under “Raiamaker
Cash Based TLCT
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at the tme ol the writing of this report. that hus also not vet occurred. The Rainmaker web
site is replete with warrants and representations about profitability, facilities operated. pro
forma cumings and a solicitation of the elderly of up from cash in the sum of $230.000.
Research does not independently confirm these warrants and representations.

Admittedly, t hc presence of audited financial statements does not necessary prove a company
is legitimate;™ the absence of CPA prepared financial statements is a red flag in alimost every
instance. Still. whether it be the governmental licensing agencies for assisted living facilities
and nursing homes: the public record property title scarches or CPA prepared financial
statements to test things like sources and uses of cash: or the use of proceeds and
profitability; the investor is left with nothing more than the word of the company’s senior
management.

The appearance of a law firm promoting and being intimately involved with the
investment is clearly intended to impute credibility to the investment. From expressing
an opinion on whether or not the investment in which they have a vested interest constitutes a
security, the creation of the multiple LLC’s seems to have the intemt of bypassing the
securities laws, the supposed identifying and purchasing of property, and the operating of the
day to day operations. This association clearly imputes credibility to the deal and makes
raising money even easier. People can conclude that "a law firm is behind this deal—it must
be legitimate.” There arc repeated references to the Furman law firm throughout the web site
and the investor materials.™ Attomey Lloyd does not overlook this imputation of credibility
to the potential investor. He cites one instance of this conflict of interest and imputation of
legitimacy by writing: “The partnership agreement states: ‘The Equity participation program
described herein is not considered a public offering or a private offering of securities or a
limited partnership exempt from registration under and State or Federal securities act as the
Equity participants who become co-owners of any rights to any property purchased. leased or
lease-held by Rainmaker Realty Parmers are co-owners with full control over any property
purchased, leased or lease-held by Rainmaker Reulty Purmners.” (Emphasis original).” This
opinion is not being given by an independent lawver or firm, it is being given by
Dilmaghani. a lawyer acting as a principal in the matter. The opinion is designed to

give assurance to the investor that the investment does not have to qualify under state
or {ederal securities laws but it is based on a statement of facts that are not true. The

Equity participants are not “co-owners™ and do not have “full control over any property
purchased...” This is especially troubling considering the primary target for this investment

R

In the /777 Best securities fraud case that [ was convivted and imprisaned for perpetrating. we had audited

financial statements and yet the compuny was & fraud.

¥ For example. in the list of LLC members sent to our client, 67 member namey are listed—ull with the Furman
Law Firm address listed as their contact information (116 West 23% Street. Suite 300, New York, NY 1001 1), And
these 67 names are not just of individuals: a pension tund (the Quest Group Private Investment Fund) and a
mmpum called Key stone Investments are also listed.

" Partnership Agreement. Registration with State or Federal Securities Agency.
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is the eclderly. Unfortunately. they may be more inclined 1o believe the warrants and
representations made by the company at face vahue because of the Imimate involvement of a
tawver and a law firm.

Conclusion

It would appear that (and I could be wrong) Rainmaker is offering an unregisiered security
by unlicensed broker dealers 1o the general public through newspaper ads and a public web
site offering worst case guaranteed returns of 25% annually and best case returns of 110%
over three years using misrepresentation in what may be a “Ponzi™ like structure. How can
this type of ascertain be supported?

(1 The industry in which they claim o be earning these kinds of margins does not
normally and regularly produce them

2y We could not find evidence that they are operating any current nursing or assisted
living facilities

3) We could not find evidence that they own any property and vyet they offer “real
estate security” (o potential investors in both their Los Angeles Times investors
wanted add and their web site™

4} There is no evidence that Rainmaker holds the necessary licensing to operate
these facilities even if they did own them (and it appears they do not)

As far as we can ascertain. Rainmaker is currently making their monthly interest payments to
investors (at least to our client). It is highly likely, in my opinion, they are using new
investor capital to pay off or keep current those who are already invested. Or worse vet. they
are using money raised from the elderly who have bought into their $250.000 assisted living
facility program.

The easiest way for law enforcement to prove this is to subpoena the bank records of
Rainmaker and confirm if their operations are consistently earning these high returns or if
new investor money is the vehicle to generate these returns. The seven points above and the
accompanying addendums are provided to give law enforcement probable cause to take the
next step and subpoena the records. With the money of the elderly at stake. T would beg that
this case be given a high priority.

ee web site section entitled: “Welcome 1o Ratnmaker 1031 Exchange™ where one of the added benefits of

participation for investors is “The security of high Quatity rea estate invespments in nationally recognized high
growth areay including Southern California und New York City real estute ™ 'The newspaper add reads: =30
Year Old Successful Law firm Seeks Pamers in 6 new Assisted Living RUE developments, Hi-yield retura, Inv Guar
by Trust Deed S50 min Call My, Grean 2083177007
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Respectfully submitted,

Barry Minkow
Co-Founder
Fraud Discovery Institute

Reviewed and Supervised by:

Juan Lopez
Licensed Private Investigator #18903

Ce: Mike Jones
Securities Bureau
New York Attormey General's Office
120 Broadway
New York. NY 10271
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ADDENDUM ONE REPORT OF EXPERT

June 10, 2003

Fraud Discovery Institute

Attn: Barry Minkow

9770 Carroll Center Road, Suite F
San Diego, CA 92126

Re:  Rainmaker Managed Living, L1LC

Dear Mr. Minkow:

As retained by the Fraud Discovery Institute, I have reviewed the website for Rainmaker
Managed Living, LLC. Per our follow-up discussion. opinions and information were requested
for three areas addressed on the website. These areas included (1) the expected rate of returns or
profits for the long term care industry. (2) facility licensing requirements for the long term care
industry, and (3) supply and demand for assisted living and skilled nursing facilities. Based upon
the current data, I was requested to determine and offer opinions as to whether the information
contained in the Rainmaker Managed Living website was consistent with the Jong term care
industry.

Based on my background and experience the information contained in the Rainmaker
Managed Living website is NOT consistent with the performance of long term care facilities. My
background and experience consists of more than 25 years of experience in the health care
industry. 1 have also worked as a health care regulator and wainer for regulators for the State of
California and the Centers for Medicare and Medicaid Services (formally known as the Health
Care Finance Administration). My experience also includes being a consultant for numerous
health facilities and law firms. I currently provide consultation and educational opportunities to
health care facilitics for standards of carc and regulatory compliance. I have been retained by law
firms as a consultant and expert witness for more than 100 cases that specifically involved
standards of care. and regulatory compliance. and the long term care continuum. The long term
care continuum includes hospitals, assisted living facilities, skilled nursing facilities. hospices
and home health agencies. As an expert witness. I have provided opinions and testimony as both
a regulator and a care provider. A curriculum vitae is provided at the end of this report.

Based on my experience and available data for the long term care indusury the Rainmaker
Managed Living website contained information that was NOT consistent with the long term care
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industry. As detailed further in the attached report. in summary:

The guaranteed and expected rate of returns. 37% for the first year. 49% for the second vear, and
60% for the third year and cach consecutive year thereafter must be seriously questioned
since the reported profit margins for the long term care industry is generally less than 10%.

There arc no long term care facilities found to be owned or operated by Rainmaker Managed
Living. Additionaily, no Rainmaker Managed Living long term care facilities were found to
be licensed, certified or both in the States of California or New York. Considering this
information, the availability of long term care services must be questioned.

While the demand for the long term care industry is expected to grow with the changing
demographics. The current demand stated by Rainmaker Managed Living website must be
questioned due to the current vacancy rates in skilled nursing and assisted living facilities.

For these reasons the validity of data provided in the Rainmaker Managed Living website would

be problematic and should be questioned for further explanation. Should need additional

information or questions. please do not hesitate to contact me at (619) 441-7447.

Very truly vours,

~oam A B ST
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7§ FRAUD DISCOVERY

Report on Skilled Nursing Facilities and Assisted Living Facilities

Prepared for the Fraud Discovery Institute

Carl Bryant, RN CLNC

' CORNERSTONE MEDICAL LEGAL CONSULTING AND EDUCATION
-, 2156 Calle Poco
El Cajon, CA 92019
(619) 441-7447

chryant @cornerstonemedlegal.com

June 190, 2005
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RATE OF RETURNS FOR SKILLED NURSING FACILITIES AND ASSISTED LIVING
FACILITIES:

Information regarding profit margins for skilled nursing {(nursing homes) facilities and assisted
living (residential or board and Care) facilities was not readily available through the New York
or California Department of Health Services. Federal Health and Human Services Centers for
Medicarc and Medicaid Services, or the National Investment Center. The corporate statistics for
size and rankings were obtained from the American Health Care Association and the National
Center for Assisted Living. Additionally. the profit margins were obtained from Reuters Stock
Overview.

Manor Care, Genesis HealthCare Corporation. Extendicare Health Services. National HealthCare
Corporation are publicly traded corporations who were ranked in the 50 largest skilled nursing
facility chains and the 30 largest assisted living chains reported profit margins between 4.11 to
7.77%. The average profit margin is 6.26%.

PROFIT MARGINS FOR CORPORATIONS WITH BOTH SNF AND ALF

" CORPORATION SNF | ALF PROFIT
: RANKING . RANKING .  MARGIN
ManorCare ! 8 +7.23
_Genesis HealthCare Corporation s 19 R
Extendicare Health Services 7 23 +35.92
National HealthCare Corporation | 10 27 +7.77 i

Beverly Enterprises, Kindred Healthcare, Advocat are three nursing home chains ranked within
the top 50 Skilled Nursing facilities but not in the top 30 Assisted Living Facility chains. These
chains reported profit margins ranging from 1.94 to 4.73% with an average profit margin of
3.73%.

PROFIT MARGINS FOR CHAIN SNF CORPORATIONS

"7 CORPORATION SNF RANKING | PROFIT
| MARGIN
_Beverly Enterprises o o +19d
) Kindred Healthcare _ 3 . +4.73

LAdvocat 19 4453




218

info@frauddiscovery.ng
" FrRAUD DISCOVERY _
iINEFiTUTE T Phone & Fax:

1-888-300-8307

Sunrise Senior Living, Emeritus Corporation. American Retirement Corporation are three
assisted hving chains ranked within the top 30 assisted living facility chains but not in the top S0
nursing home chains. These chains report profit margins ranging from ~ 11.66 to + 4.74% with
an average profit margin of — 2.88%.

PROFIT MARGINS FOR CHAIN ALF CORPORATIONS

CORPORATION | ALF . PROFIT |
e | RANKING |  MARGIN _
_Sunrise Senior Living z I ! +4.74

Emeritus Corporation e S22 b -1
American Retirement Corporation 13 | RN

Sec attached exhibit table for additional information such as number of facilities, beds, and
number of state locations for both skilled nursing facilities and assisted living facilities.

CALIFORNIA LICENSING AND CERTICATION:

A license must be obtained to operate a skilled nursing facility (nursing home) or an assisted
living facility (residential care facility for the elderly) in the State of California. Skilled nursing
facilities are licensed by the State of California Department of Health Services, Division of
Licensing & Certification. P.O. Box 997413, Sacramento, California. 95899. In order for a
skilled nursing facility to be eligible to receive Medicare and Medicaid funds the facility must be
certified by the federal government. Certification is provided by the Federal Health and Human
Services. Centers for Medicare and Medicaid Services through a contract with the State of
California. Prior to receiving Medicare or Medicaid funds a skilled nursing facility must be
licensed by the State of California. The data bases for both the Centers for Medicare & Medicaid
Services and State of California Departinent of Health Services reports that there is 70 Licensed
and Certified skilled nursing facilities in a ten (10) mile arca of La Habra with a total 6,442 beds.
The vacancy rate for these certified facilities is 14.9%. with 5.481 of the beds being occupied
and 961 vacant beds. Additionally. these data bases do not indicate a skilled nursing facility
exists at 200 W. Whittier Blvd.. La Habra, CA. 90631,

A licensed to operate an assisted fiving facility is obtained through the State of
California, Department of Social Services, Community Care Licensing Division. A number of
district offices for licensing assisted living facilities are located throughout the state. The district
office responsible for Hicensing an assisted living facility in La Habra is located at 770 The City
Drive. Suite 7100, Orange. California. 92868. The address provided for Rainmaker Managed
Living is focated in La labra. California. The Department of Social Services data base for



219

info@frauddiscovery.net

® 0 v i Phone & Fax:
INSTITUTE 1-888-300-8307

“§ FRAUD DISCOVERY

Orange County, California where La Habra is located indicates that there are 879 assisted living
facilities for the elderly. Additionally. La Habra is Jocated near Los Angeles and San Bernardino
Counties. Los Angeles County reports 1,408 while San Bernardino County reports 285 assisted
living facituies for the elderly. The vacancy rates for assisted living facilitics were not available.

Contact was made with hoth the Department of Health Services and the Department of
Social Services. Fran Del Rio at the California Department of Health Services. Orange County
district office was contacted at (714) 456-0630 regarding skilled nursing facilities. Ms. Del Rio
stated that there was no skilled nursing facility owned or operated by Rainmaker Managed
Living. Susan Levine at Community Care Licensing for Orange County was contacted at (714)
703-2840 regarding assisted living facilities. My, Levine stated there is no assistive living or
residential care {acilities for the elderly owned or operated by Rainmaker Managed Living.
NEW YORK LICENSING AND CERTICATION:

Licensing and certification requirements for the State of New York are similar to those for the
State of California. A license must be obtained to operate a skilled nursing facility (nursing
home) or an assisted living facility (residential care facility for the elderly) in the State of New
York. Skilled nursing facilities are licensed by the State of New York Department of Health
Services, Division of Quality and Surveillance of Nursing Homes. Courthouse Corporate Center,
Suite 5000, 320 Carleton Avenue. Central Islip. NY, 11722. In order for a skilled nursing facility
10 be eligible to reccive Medicare and Medicaid funds the facility must be certified by the federal
government. Certification is provided by the Federal Health and Human Services, Centers for
Medicare and Medicaid Services through a contract with the State of New York. Prior to
receiving Medicare or Medicaid funds a skilled nursing facility must be licensed by the State of
New York. The New York state data base indicates there are 44 skilled nursing facilities with a
total of 8.657 beds in Suffolk County, New York. The vacancy rate according to this data base is
6% statewide. The data base for the Centers for Medicare & Medicaid Services and New York
Department of Health Services reports that there is 13 Licensed and Certified skilled nursing
facilities in a ten (10) mile area of Suffolk County, New York with a total 3,508 beds. According
to this data base, the vacancy rate for these certified facilities is 3.1%, with 3.399 of the beds
being occupied and 109 vacant beds. Additionally, these data bases do not indicate a skilled
nursing facility exists at 125 W, Main St., Kings Park, New York, 11754.

A licensed to operate an assisted living facility is obtained through the New York State
Department of Health Services, Division of Home and Community Based Care. A number of
district offices for licensing assisted living facilities are located throughout the state. The district
office responsible for licensing an assisted living facility in Suffolk County, New York is located
at 3085 Veterans Memorial Highway. Ronkonkoma. New York. 11788. The address provided for
Rainmaker Managed Living is located in Suffolk, New York. The data basc for Sutfolk County
does not indicate the vacancy rate or the number of assisted living facilities located in that area.

Contact was made with the Department of Health Services, Division of Home and
Community Based Care and the Division of Quality and Surveillance of Nursing Homes. Lynn
Thornton at the Division of Home and Community Based Care was contacted at (518) 408-1132
regarding assisted living facilities. Ms. Thornton stated there was no assisted living facilities
owned or operated by Rainmaker Managed Living. She also referred contact to the local office at
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(212) 417-4H40. Carla Maston at the Jocal office alvo verified that there were no assisted living
facilities owned or operated by Rainmaker Managed Living. Contact was made with the Division
of Quality and Surveillance of Nursing Homes at {318) 408-1267. Doris referred the call to Doug
Reiily at (518) 408-1628 who was not available for verification of information regarding skilled
nursing facilities in Suffolk County.

NATIONAL VACANCY RATES

The national vacancy rates were obtained from the American Health Care Association
and the National Center for Assisted Living. The average vacancy rate for skilled nursing
facilities (nursing homes) nationally is 13.2%. Thirty-four of the fifty largest nursing home
chains reported vacancy rates that range from 1.3 to 32%. The average vacancy rate for assisted
tiving facilities is 11.1%. Twenty-one of the thirty largest assisted living chains reported vacancy
rates of 110 25.7%.

DEMAND FOR SERVICES:

A number of studies and reports have been made regarding care for the elderly. The
Centers for Medicare and Medicaid Services releascd market updates on February 6. 2002 and
May 20, 2003. The market update for 2002 indicated that several publicly held nursing facility
companies were struggling to emerge from bankruptcy and that investors were hoping for
stability within the industry based on growing demographics of the elderly population. This
report indicated the average occupancy was 81%. a vacancy of 19%. Due to the changing
demographics the demand is expected to increase the need for capacity, especially when the baby
boomers start reaching retirement age 2010 -20135. The market update for 2003 indicated profit
margins continued to decline after $1 billion of federal Medicare add-on payment provisions.
The decline in profit margins as a result of rising insurance cost and aggressive litigation have
led to the exit of many nursing facility chains from states where liability costs are high. The
report also indicated three chains had filed for bankruptcy in the last six months.

One such study conducted by the California Health Care Foundation projects that
California residents age 65 and over will nearly double by 2025. This growth is a larger growth
rate than any other state or the United States overall. This report further indicates fewer beds are
being used because more Californians are able to live independently or receive care at home.
This increased vacancy rate gives consumers greater choice in most areas of the state.
Additionally. this report indicates that between 1999 and 2002, 160 California nursing homes
filed for bankruptey.
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TCOMPAN T ¥ # SNE/NF # # ’ # #STATES | PROFIT
Y ¢ SNF/N  FACILITIE  STATE  ASSISTIV  ASSISTIVE WITH @ MARGI

F S SWITH ELIVING LIVING ASSISTIV N {TTM}
BEDS SNF/NF BEDS FACILITIE * ELIVING | %
S i '

“Manor Care T 40846 293 32 5459 0 0 31473
Genesis 23814 - 194 13 i 2,138 23 i n/a o+
HealthCare : §
Cowporation __ ] : ;
Extendicare 15945 ¢ 154 13 i 2,009 41 9 +592
Health : : :

Services : .
National 9.332 76 1t : 1.167 19 nfa +7.77
HealthCare ; : :

. Corporation i i : |

_ Beverly 39.435 | 373 o260 | n/a wa . n/a +1.94

. Enterprises o ‘ :

. Kindred 32927 258 ; 300 ¢ n/a ! n/s nfa +4.73
Advocat 5108 48 i 8 n/a : n/a n/a +4.53
Sunrise na | n/a Yo 43000 361 25 + 4,74
Senior : ! . ;

! Emeritus na n/a " nla 18.200 ‘ 174 33 - 1166

Comporation [ :

D American | n/a n/a nfa 3004 | 33 14 -1.71

" Retirement | ' :

. Corporation | _
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Fax (619) 441.2442
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Curriculum Vitae for Carl Bryant, RN, CLNC

Professional
Characteristics

Professional
Achievements

Licensure

Summary of
qualifications

Professional
experience

Detail Oriented

Professional Integrity

Produce Excellent work products
Committed

Dependable

Registered Nurse

Certified Legal Nurse Consultant

National Certification as Investigator

Trainer Certification

Certification for Director of Staff Development for Nursing Homes

California Beard of Registered Nursing, Register Nurse, #400424 Active

Board of Nurse Examiners for the State of Texas, Registered Nurse, #501635

Oklahoma Board of Nurse Registration and Nursing Education, Registered Nurse,
#R0039890

Provide quality consultant services to healthcare providers and/or attormey-clients with
emphasis in the medical-legal aspects of heaithcare by being an expert resource in the
Licensing and Certification process, State and Federal regulations and policies and
procedures. Provided taining to providers, advocates, field, administrative, and
headquarters staff on regulatory systems. Responsible for over sight of field staff and
conducting on-site evaluations of heaith faciiities to assure their compliance with state and
{ederal laws and regulatory requirements. Healthcare management included performance
of administrative and management duties such as fiscal planning of programs, budgeting,
policies and procedures with evaluations. Personnel relations included interviewing.
evaluating, training and staff development of employees. Performed administrative duties
and management of staff while maintaining a high standard of quality by formulating,
organizing and implementing poficies and procedures for the Healthcare Financing
Administration, Department of Health Services, a nationat firm and various facilities in
accordance with federal and state regulations.

12/7/99 — present CORNERSTONE MEDICAL LEGAL CONSULTING,

El Cajon, California

Legal Nurse Consultant, President
Qwner and president of medical legal consulting trm that assists the plaintiff and
defense attorney-clients and/or Health Care Providers by screening or investigating
cases for merit while defining compliance to regulatory codes, professional practices
and community standards. Screening and investigahion include reviewing. identifying.
summarizing and interpreting relevant regulations, medical records, facility policies
and procedures and other documents as required.

5/ 1/96 - 12/7/39 CALIFORNIA DEPARTMENT OF HEALTH SERVICES,
Sacramento, California
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Health Facility Evaluator Il -PRECEPTOR/INSTRUCTOR

Responsble for developing and conducting statewide training programs for healthcare

10/ 1/80 - 5/ 1/86

providers, advocates, all field district office staff, regional
administrative staff and headquanters staff. Expert resource for
the survey and certification process through knowledge of
Licensing and Cedtification process, State and Federal
regulations, and program/departmental policies and
procedures. Primary liaison to headquarters for identifying and
responding to field training needs.

CALIFORNIA DEPARTMENT OF HEALTH SERVICES. San

Diego, Califomia

Heaith Facility Evaluator Nurse (HFEN)

Responsible for conducting on-site evaluations of health
facilities to assure their compliance with state and federal taws
and regulatory requirements. Such evaluations may include
ficensing/certification surveys, complaint and special incident
investigations, as well as pre-licensing compliance review, and
other special evaluations as necessary.

8/18/88 - 10/ 1/90 AMERICAN CLAIMS EVALUATIONS, INC.,

Jericho, New York
Westem Regional Operations Manager
Administrative position for a national third party medical
insurance auditing firm. Responsible for 53 professional and 6
technical staff positions throughout the 13 western United
States. Personnel management responsibilities inciuded
interviewing, evaluating, training and staff development.
Analytical duties included fiscal planning of programs and
budgeting with evaluations. information was developed into
reports with recommendations for the vice presidents,
president, chief executive officer and chairman-of-the-board for
submission to the public utilities commission.

7/20/86 - 8/18/88 FAVORITE NURSES OF SAN DIEGO,

11/20/85 - 7/15/86

San Diego, California
Intensive Care & Emergency Room Registered Nurse
Responsibilities included performing as a Registered Nurse for
hospital staffing purposes. Adaptability and flexibility in
performing duties in area hospitals under direction of different
management styles and personalities.

HERMANN HOSPITAL, UNIVERSITY OF TEXAS MEDICAL
CENTER, Houston, Texas

Staif Nurse 1V {Career Ladder 1-8}
Nurse manager, responsibilities included staft development in
educational, clinical, and administration. Involved in budgeting.
staffing and scheduling. Developed policies and procedures in
a 1050-bed hospital. Evaluated and interviewed established
and potential employees for 32-bed intensive care unit.

12/22/82 -10//85 OKLAHOMA MEMORIAL HOSPITAL,

Okiahoma City, Oklahoma

Assistant Head Nurse

Assisted head nurse in unit operations of Intensive Care Unit
with duties that included interviewing, recruiting, scheduling
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ADDENDUM 2 REPORT OF TOM LLOYD, ESQ.
MEMORANDUM

TO: Barry Minkow
FROM: Franklin T. Lloyd
DATE: June 13,2003
RE: Rainmaker Realty Partners/Rainmaker Managed Living, LLC

PURPOSE OF MEMORANDUM: FACTUAL BACKGROUND

The purpose of this Memorandum is to summarize my findings after reviewing
documents supplied by you and a review of the contents of the "rainmakerlifecare.com” website
(the "Rainmaker website™). Nothing in this Memorandum is intended as legal advise or a legal
opinion.

DOCUMENTS REVIEWED
1. April 6. 2005, letter on Rainmaker Realty Group letterhead from Sidney F. Levine,

"Project Manager for the Managing General Partner of Rainmaker Realty Group Alizera
Dilmaghani, Esquire” to "Rainmaker Partner.”

g

Purported Certificates for (i) 10 Units of Partnership Interest in Rainmaker Realty
Partners, April 1, 2004, and (ii) 3 "Bonus" Units in Rainmaker Realty Partners. LLC
{Non-IRA) to Erendira Cronkhite dated the same date.

3. "Partner Information and History Record” (undated but apparently accompanying liem 1)
showing regular and bonus units issued to Ms. Cronkhite. as follows:

| Issuer | Issuee Date Units

| Rainmaker Realty Partners, April 1.2004 | Erendira Cronkhite 11/05/04 1 25
{ Rainmaker Realty Partners, LLC. April 1,2004 | Erendira Cronkhite _ 11/05/04. i
' Rainmaker Realty Partners, April 1. 2004 » Erendira Cronkhite 1217104 25

| Rainmaker Realty Partners, LLC, April 1. 2004 | Erendira Cronkhite ~ 12/17/04 S

. Rainmaker Realty Partners, Aprit 1. 2004

* These certificates are quite confusing. The title at the top Is "Ruinmaker Real Estate Partners. an operating unit of
Rainmaker Managed Living LLC® This language would nuply that the partnership was owned. vrganized. os
managed by the LLC. Mast of the certificate describes characteristivs of something called "Rainmaker Realty
Partners LLC. Aprif 1. 2004." There is no LLC with this name tormed in the State of New York according to the
New York Department of State welbnite. The "bonws” vertificate purports be represent Units i Rainmaker Realty
Partners LLC, April 1. 2004 but, as aoted above. o such entity seems to hane been formed in the State of New
York.
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prif £,2004 | 1

4. "Important Notice to Members." dated March 25, 2005, from Alireza Dilmaghani. Esq. of
Rainmaker Realty Group giving notice of the purchase of "Rainmaker Kings Park.""
The document included only page 1 of the contract of sale plus a 7 page rider (including
parcel descriptions) with copies of Ttems 5 through 7. below. attached.

3. Eight Certificates issued by the Smithtown Building Department with respect properties
identified only by lot numbers. some of which are illegible.

6. Octoher 17, 2002, Certificate of Zoning Certificate of Occupancy issued by the Town of
Smithtown relating to change from single family residence to a non-conforming use for
Sunken Meadow Adult Home, 121-125 West Main Street — maximum 37 beds - issued to
S.M.A.H. Corp.

7. List of Rainmaker Managed Living LLC. Members of Record as of March 23, 2005.

8. 14 page section of rainmaker lifccare website entitled "Welcome to Rainmaker” which
describes itself as a "report” and which recites that it is the sole agreement among the
partners (Partnership Agreement).

In addition to the written documents, 1 did a "drive-by" of the Sunken Meadows facility at 121-
125 Main Street, Smithtown. 1 also searched the New York Department of Health licenses for

Managed Care for the Rainmaker. Kings Park. and Sunken Mcadow names: and I checked the

New York Department of State website {or entities named in the Documents Reviewed.

FINDINGS

* Units i Rainmaker Realty Partners. LLC. April 1. 2004, we deseribed as "bonus Units” but seem 1o be treated as
the same as Units in the partnership. See. undated "Partner Information und History Record” which purports to be a
summary of My, Cronkhite's imvestment status - There seema to be no such entity as Rainmaker Realty Partners.
LLC. Aprit {2004, (See. FINDINGS. Eatities. paragiuph 9

* The material which I received included only page one of the purchase contract from S.MAH. Corp.. Seller. and
Rainmaker Managed Living. LLC. as Purchaser, plus a six page document entitled "Rider to Contract of Sale Duted
the {hlank] Day of March. 20035, with a parcel schedule atiached
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Entities.

There is one person of interest and are ten names of entities or possible entities
mentioned in the documents reviewed:

1. Alireza Dilmaghani. Esq. Dilmaghani and his lawfirm. the Furman Law Firm, appear to
be the pivot point for all the Rainmaker entities. Dilmaghani is the manager™ of
Rainmaker Managed Living LLC. Dilmaghani appears to be giving key legal advice on
securities and other legal issues as the "in-house™ law firm of the "Rainmaker Realty
Group" (FINDINGS. Entities. ltem 6). Because of his ubiquitous role in the Rainmaker
operations, Dilmaghani has the role of "Promoter” with respect Rainmaker fund raising
activities.

2. Rainmaker Managed Living, LLC. This entity secms to be the key entity in the
Dilmaghani business structure. He is the "managing partner for the Rainmaker
programs” according to the "Welcome to Rainmaker” web page: and the "managing
member” of Rainmaker Managed Living LLC according to the signature page of the
Rider to Contract of Sale (Documents Reviewed. Item 4).

3. Rainmaker Realty. Use of this name is explained in the partnership agreement in the
section entitled "Construction of this Document.” There it states that this will be the
d.b.a. of the Rainmaker Realty Partners {(presumably all Rainmaker partnerships) "...in
association with Rainmaker Managed Living, LL.C...." But this name also seems to be
used as a shorter reference to Rainmaker Realty LLC. See. FINDINGS, Entities, Item 4.

4. Rainmaker Realty LLC. This entity may sometimes be referred to as Rainmaker Realty.
is mentioned in the partnership agreement as the entity offering the Rainmaker
investment. It seems logical that the reference to Rainmaker Realty is a reference to
Rainmaker Realty, LLC rather than a reference to all the Rainmaker partnerships.
Undoubrtedly this business is an affiliate of the Promoter. It appears to be the entity
licensed with the New York Department of State as a real estate broker under the name
"Rainmaker Realty LLC" of which Dilmaghani is the person holding the real estate
license. This entity does not appear as a licensee in the California Department of Real
Estate website.

5. Rainmaker Realty Partners I April 1. 2004. NYCAL. The usages in the Rainmaker
website and other documents do not scem to be tightly controlled. There are many
references to "Rainmaker Realty Partners, April 1, 20047 ¥ and a few references to

* He s referred to as the Managing General Partner of Rainmaker Realts Partoers. April 1. 2004, in the Levine
jetter { Documents Reviewed. Item 1) and he iy ceferred to as the Managing Member of Ratnmaker Manuged Living
LLC in the signature page of the Rider to the Sales Contract (Documents Reviewed. ltem <.

* Oddly. perhaps mistakenly. in the signature section of ftem 1 of the Documents Covered., this “partnership” is
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"Rainmaker Realty Partners. Aprit 1. 2004 NYCAL" It seems likely that these are
intended to refer to the same entity and that is the entity in which Ms. Cronkhite has
invested: but this cannot proved from the Documents Reviewed. This partnership and
others like it are the entities in which partnership Units are being offered on the
Rainmaker website.

There are many references to "Rainmaker Realty Partners.™ Tt is not clear 1o what this
refers. In the section of the partnership agreement entitled "Registration with State or
Federal Securities Agency™ this name appears to refer to the partners of the partnerships
being offered by Rainmaker rather than to a specific partnership or series of partnerships.
This section describes Rainmaker Reaity Partners as "specialized highbred [sic] general
partnerships” (Welcome to Rainmaker. Rainmaker website). In that same page of the
website. in a section entitled "Why Invest with Rainmaker Realty Partners.” Rainmaker
Realty Partners is described as having the duty to locate and inspect properties and assign
its professional management team to handle all the financial and legal concerns as if it
were a single entity. In the same section it is also described as guaranteeing a 25%
annual rate of return to be paid monthly as if it were separate {from the partnership in
which interests are being offered. In the same section, it is described as offering the
opportunity for an investor to hccmm part of a "safe and secure equity participation
ownership interest in New York City™ " and Southern California commercial and
residential real estate....” Whether "Rainmaker Realty Partners” is a collective reference
1o the individual Rainmaker partners or a collective reference to the Rainmaker
partnerships seems to depend on the context in which the words are used.

1t appears that the partnership involved in the investment being offered by the website is in
"Rainmaker Realty Partners I April 1. 2004 NYCAL.™ and that it is variously referred to as
“Rainmaker Realty Partners. April 1. 2004, and "Rainmaker 4/1/04." Tt further appears that
Rainmaker | has 8 series’ of securities one of which is Rainmaker Managed Living. LLC an
entity apparently designed to meet the investment requirements of IRA and Keogh accounts
where the general partnership would not. There is no clear discussion of how these series work

referred to as an "ak.a.” of Rainmaker Managed Living LLC. Normally an wk.a. is a fictitious name. This is the
only reference that indicates that the partnership is not real.

“* Nothing in the documents reviewed indicates that the Partnership has any investment in New York City real
estate. The Sunken Meadows/Kings Park project is in Suffolk County. not in New York City, Anodd thing about
the description of the Partnership is that it does not seem io be in any way limited to assisted living properties. See
"Rainmaker Realty Partners Overall Objectives and Strategy. Investment Strategies” in the partnership agreement.
* The Sunken Meadow/Kings Park property referred to in ftem 4 of the items reviewed is purchased by Rainmaker
Managed Living LLC. In the covering leuer in that same Irem 4. Dilmaghani describes the partners on the attached
fistas 7. owners of the factdity [Kings Park] under the Rainmaker 4/1/04 & TLC. umbrella.” Rainmaker 4/1/04
uppcznw o be a reference to Rainmaker Realty Partners T Aprit 12004, NYCAL. This seems 1o confirm that the
ownership of an interest in that patinership iy an indirect ownership through the Rainmaher umbrella. ftalo appeans
that, although the formal name of the partaerhip contains a 1" this designation b sometimes left ofl in a <hortened
reference w the same partnership.
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or inter-relate but they are treated as one investment when the partnership agreement states (o
investors that "...you will reccive income from all eight (8) series of the April 1, 2004,
programs.” "

The partnership agreement for Rainmaker Realty Partners L April 1. 2004. NYCAL begins with
the section entiticd "Rainmaker Realty Partners 1, Equity Participation Program. Assisted &
Adult Living Facilities" found on the Welcome to Rainmaker page of the Rainmaker website.
This section of the website is acknowledged in the signature page to the partnership agreement to
constitute the entire partnership agreement among the parties.

In this agreement, the scope of the investment activity of the partnership is described with these
words: "...seeks to acquire and operate commercial adult managed living, assisted living and
adult living properties and. including without limitation. office buildings. shopping centers.
bhusiness and industrial parks and other commercial and industrial properties. or businesses
through outright purchase or leasehold” and the Partnership can "...originate or acquire interests
in mortgage loans, generally on the same types of properties it might otherwise buy. These
mortgage loans may pay fixed or variable interest rates.” No standards are offered as to when
these investments may be made in lieu of the stated investment purpose of the Partnership.

6. Rainmaker Realty Group. This is the name under which agents of Rainmaker Managed
Living LLC and Rainmaker Realty Partners 1, April 1, 2004, NYCAL sent the letters
described in Documents Reviewed. Items 1 and 4. Ifound no other reference to this
name™ as an entity and have assumed that it is not an entity but is intended to subsume
all Rainmaker partnerships and LLCs operated under the auspices of Dilmaghani and the
Furman law firm.

7. Rainmaker LLC. A refercnce to this entity is found in the "Welcome to Rainmaker” page
of the website in the next to the last paragraph of the opening statement. It is referred to
as "Rainmaker LLC. A limited liability corporation {sic]” an entity "...which controls the
general partnership and fully shields you from all liability concerns” and the entity
through which the prospective investor receives "risk free participation.” This is assumed
1o be a sloppy reference to Rainmaker Managed Living LLC which is identified as the
managing partner in the section of the Agreement entitled "Who is the Managing
Partner?”

8. Rainmaker Real Estate Partners. The only place where I have found this name is on the
certificates of partnership Units (Documents Reviewed. Item 2). This name may or may
not refer to an entity different from Rainmaker Realty Partners, April 1, 2004,

* Rainmaker Realty Pastners 1 April L 2004 NYCAL partnership agreement section entitled "1he Partership.”

'Y A New York registration of an 1.LC under the name Rainmuker Group, LLC does not appear to be a related entity.
T way formed August 8. 2001 and has an address of 170 Main Swreet, Farmingdale. NY H735, No agent for
service of process is gaven for it in the Department of State records,
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9. Rainmaker Realty Partners, LEC, April 1. 2004, No entity having this name (with or
without the reference to April 1. 2004) is registered in New York as a limited Lability
company. This entity name appears only on the "bonus” certificates issued to Ma,
Cronkhite. (Documents Reviewed. Item 23, This is discussed further in footnote 1.
above.

10.

<

Rainmaker Programs. These words are used in the second sentence of the "Welcome to
Rainmaker" web page. They appear to be a generic reference to the business of the
Rainmaker partnerships and LLCs being managed by Dilmaghani.

. Rainmaker Mortgage Program(s). This reference appears to refer to the activities of an
entity described on the Rainmaker website as "Rainmaker Managed Living Mortgage
Group, 41505, LLC." The website includes the operating agreement for this entity and
describes it as having been formed under the laws of the state of New York to engage in
mortgage lending to Rainmaker entities. The New York Department of State has no
record of such an LLC having been formed.

Plan of Business

It appears that Dilmaghani has set up a web of entities with partnerships and LLCs
designed, on the one hand, to raisc equity capital from investors to purchase and operate
managed and assisted living arrangements and other real estate investments and. on the other
hand. to provide services to the entities raising capital. In certificates signed by Mr. Levine.
Rainmaker Real Estate Partners (an entity that does not seem to exist) certifies that Ms.
Cronkhite is an investor in Rainmaker Realty Partners. April 1. 2004. an entity name different
from the partnership name in the Rainmaker website: and. by virtue of "bonus Units™ an owner
of interests in Rainmaker Realty Partners LLC, April 1. 2004 (another entity that does not seem
10 exist).

According to the Rainmaker website, the reason that the Rainmaker approach is so much
more profitable than the conventional adult home approach is because it is effectively
condominiumizing adult living projects. Rainmaker proposes to subdivide its adult living
facilities and sell them or lease them under long-term leases to inhabitants who will then own the
facilities as tenants-in-common.* In this manner, it is claimed. the risk of the investment is
shifted from the Rainmaker partners to the new tenants-in-common, ™

As to ownership of the partnership properties. the documents are contradictory:

1. Inthe section of the partnership agreement entitled "Overall Objectives and
Strategy.” the statement is made that the partnership ™ will generally buy

* See Rainmaker Projections section of the Welcome to Rainmaker page of the Runmaker website,
" See Real Eatate Investment Management seclion of the Partnership Agreement,
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direct ownership interests i existing or newly constructed meome-producing
properties. ...

184

Later in the partnership agreement major section entitled "Security of Real
Estate,”™ one of the most confusing statements in the document is made in an
attempt to explain how title to the property will be held and the partnership
and partners protected. The statement first describes the process as ™...one
wherein cither {sic] a trust is created with the existing partners name on the
trust addendum and the trust controls the property during the lease term or
until the property is closed.” It isn't clear why a trust would be used just to
purchase the property (that is not the procedure used in the documents relating
1o the purchase of the Sunken Meadow/Kings Point facility) and it is doubtful
that is the only purpose of the trust arrangement because the next sentence
states: Al time of closing or master lease inception the partnership is named
as the owner or master lessee {lessor?] and the partners are named in an
addendum U.C.C. filing or trust addendum as owners of the partnership
shares.” This sounds like the trust arrangement remains in effect and the
interests of the partners are reflected in the trust agreement or an addendum or
have a security interest to protect their interests filed under the UCC Jaws*".
This seemns to be indirect ownership where titie to the properties stays in trusts
or other agents controlled by Dilmaghani and are at risk to the creditors of
those entities.

[

In the section of the partnership agreement entitled "Security of Real Estate”
there is a description of the six ways the partnership will obtain property.
None of them involves using a trust or other third party holding title to the
property for the partnership.

The offering assures that the investor will receive a 25% annual return from the outset
(prior to receipt of revenue from the operations from purchased properties) from income
generated from "...short term investments in real estate bridge loans, government securities,
foreclosed rollovers, income from the operations of the Managing partners law firm. proceeds
from collections on pending litigation. and consulting services to other third part assisted living
and nursing facilities...."

The only transaction included in the Documents Reviewed is the purchase of the Sunken
Meadows Adult Home property (referred to by Dilmaghani as "Rainmaker Kings Point"). Item 4
of the Documents Reviewed was sent to "All subscriber members of Rainmaker Realty Partners.

¥ This stutement is repeated verbatim io a subsection of the partnership agreement also entitted "Security of Real

Ui hard 1o see how the partnership's investment in the property could be comerted into personal property that
could be protected by a UCC filing.
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April 1. 2005." Apparently it was sent to our client as a subscribing member. According to the
certificates (Documents Reviewed, {tem 2) our elient has been a holder of Units since November
3.2004. However. the list attached is a list of members of Raimmaker Muneged Living LLC
(emphasis added). Of course Ms. Cronkhite is not a member of that entity and is not included on
the list of members attached to the Rider. There is no explanation in the cover letter of how Ms.
Cronkhite has an ownership interest in the Sunken Meadow/Kings Point project since it is owned
by the LLC and she has no interest in the LLC.

In summary, although the documentation is far from clear. it appears that investors other
than IRA/Keogh investors are sold interests in a general partnership. This is done to attempt to
avoid having the offers and sales of the interests to investors characterized as securities under the
state and federal securities laws. IRA/Keogh investors are sold interests in Rainmaker Managed
Living LLC but there is no explanation as to why this is not a security. To buttress the "not a
security” argument, the partners are asked to vole on whether to purchase or not purchase cach
property proposed as a partnership investment by the managing general partner. But this seems
to be the only instance in which the partners are even slightly involved in partnership affairs.

But the general partnership. while arguably solving the security problems, leaves the investor
with general liability. No investor wants general lability and it is unlikely the interests could be
sold if the matter were left there. However. the promoter attempts to solve this problem by not
having the partnership participate directly in the transactions but rather having it supply capital to
an "ownership agent" like Rainmaker Managed Living LLC or a trust set up for the purpose that
will enter into the purchase and undertake the obligations and risks of ownership, including any
mortgage payments that may be incurred in connection with the purchase. This might solve the
general liability problem but it does not provide a secure investment. The properties are in
possession and control of an agent and subject to all the risks that kind of structuring bring.

CONCLUSIONS
Securitics Matters

[ cannot tell whether the partnership agreement on the website is the partnership
agreement in which Ms. Cronkhite has purchased Units or whether the Rainmaker website
accurately describes the representations that induced her to become an investor. However, as
structured, the partnership interests described on the website for Rainmaker Realty Partners I
April 1. 2004, NYCAL do not actively participate in the management of the assets purchased and
therefore the transaction is not materially different from placing the investor's money in the
hands of a manager 1o invest and pay a return. In addition. the interests of all the partners in all
the different partnership offerings contemplated by the partnership agreement are treated as
investing in a single investment progran.

The argument that the interests are general partnership interests and not securities is based in part
on the asscrtion that the investors actively participate in the purchase of partnership assets
because a majority of them have to vote whether to approve a prospective investment. Although
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I have not seen what is provided to partners when their vote is sought. if the presentation does
not provide enough information for the investor 1o make an informed decision, having the right
1o vote is not meaningfully participating in management. As an attempt to avoid the partnership
Units being treated as a security this effort fails.

Based on the characteristics of reliance on others to manage the investment and the public nature
of the offering of partnership Units, the Units described in the Rainmaker website should be
treated as a securities under both California and Federal securities laws. T do not know the blue
sky law of New York well enough to know whether New York has a different rule.

Securities Fraud Matters

When offering and selling securities, it is a fraudulent act to make false statements. Tt is
also a fraudulent act to omit to make a statement without which statements that are made will be
misleading. Here the offering documents are {illed with staternents that are misleading and
omissions which leave the statements made misleading. Some examples are:

1. The centificates issued to memorialize the investment in partnership Units are issued by a
non-existent entity and provide for Units of interest in a non-existent entity.

oy

t

The Rainmaker website, as a reason for investing. states: "The security of having your
investment backed by multimillion dollar commercial rcal estate properties in the New
York City and Southern California market thar are owned by your partnership."
(Emphasis added)™ It is clear from the offering documents that none of the property is
actually owned by the partnership. In addition there is no evidence that the partnership
has any property in New York City.

3. The Rainmaker website states, as a reason to believe an investment in the Units is safe,
that: "You will find that the proven results of Rainmaker and its highly specialized
highbred [sic| general parterships arc a safc and secure harbor for investment capital.”
There is no track record provided from which 1o assess results of the Rainmaker business

. model. "Safe and secure” implies that there are no downside risks but from the offering
documents. it appears that this safety and security is totally dependent upon the finuncial
strength of Rainmaker Managed Care. LLC and the Furman law firm for which no
financial information is provided.

4. The Rainmaker website states, as a reason to have confidence in the Rainmaker
management team. that: "Rainmaker Realty Companies National Development Services
ieam has experience conducting market research, site selection. and development work
nationwide. We have working knowledge of available sites, focal ordinances, and

S Welcame to Rainmaker page of Rainmaker website, mtroductory paragraphs.
“ Welconte to Rainmaker page of Rainmaker website. intraductory patagraphs.
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development standards, and have established key comacts and resources in all major
cities in any of the [ty state and overseas.” These kinds of broad assertions dexigned to
provide an investor with confidence in the experience und success of the promoter require
disclosure of track records and other factual materials from which these subjective
evaluations can he evaluated by the investor. None are provided.

The partnership agreement states: "The Equity participation program described herein is
not considered a public offering or a private offering of securities or a limited partnership
exempt from registration under and State or Federal securities act as the Equity
participants who become co-owners of any rights to any property purchased, leased or
lease-held by Rainmaker Realty Partners are co-owners with full control over any
property purchased, leased or lease-held by Ratmmaker Realry Partners.” (Emphasis
original). This opinion is not being given by an independent lawyer or firm. it is being
given by Dilmaghani. a fawyer acting as a principal in the matter. The opinion is
designed to give assurance to the investor that the investiment does not have to qualify
under state or federal securities laws but it is based on a statement of facts that are not
true. The Equity participants are not "co-owners” and do not have "full control over any
property purchased....”

The so-called "highbred [sic] general partnership” format utilized by the partnership
involves substantial risk of loss of the property upon default of the agent in whose name
the property is held. There is no discussion of this risk.

There are substantial related party transactions implied in trausactions described in the
website documents. There are no standards provided for related party transactions and no
restrictions on them and no discussion of the risks to the investors capital and eamings
that these kinds of self-dealing transactions involve,

All of the partnership’s rights will be dependent upon the "trust” arrangements to be set
up by Dilmaghani. There is no meaningful description of the terms of these "trusts.”

One of the “carrots” offered to investors that makes the Dilmaghani business plan unique
and favor for investors is converting existing Adult Living facilities into tenancy-in-
common ownership by those who would otherwise be using the facilities for a fee. This
is supposed to maximize values and transfer investment risk from the partnership to the
co-tenants. There is no basis given to believe that the New York Department of Health
witl approve the conversion of adult living facilities 10 a tenants-in-common format. On
the face of it. doing such a conversion would put on the residents, some or all of whom
might be suffering cognitive impairment. a host of ownership problems and cooperative
management problems that scem daunting. There are risks associated with the ability of

™ Partership Agreement. Registration with State or Federal Securities Ageney,
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prospective inhabitants to pay the kinds of prices required for the Rainmaker tenants-in-
common business model to be successful. Residents of these kinds of facilities are ofien
impoverished and would be unable 1o purchase tenants-in-common interests. Those who
are not impoverished usually continue to live in their own homes or apartments until they
would no longer meet the criteria for the Rainmaker projects (which require relatively
able residents in order to keep operating costs low). There should have been a substantial
discussion of these considerations.

The Rainmaker website asserts how profitable operating adult living facilities can be.
{See footnote 17.) No significant presentation is made about the risks to profitability of
operating such facilities. There is no discussion of levels of profitability being
experienced by others in the industry who are larger. better financed, and have been at it
longer than Dilmaghani and no discussion of why it is credible that the Dilmaghani
operation would provide the level of profitability claimed when. if 1t is achieved. would
be better than any of its more established. more experienced, and better capitalized
competitors.

231

In fact the facility is a well maintained but cobbled together combination of multiple
single family residences and additions that have been converted into an adult living
home. The New York Department of Health has licensed the Sunken Meadow facility
for 37 beds. This is not the "100 bed facility” on which the partnership's operating
profitability model is based.™

- The partnership projections of profitability are based on assertions of cost and

profitability for which no factual basis adequate to assess whether the projections are
credible is given. In addition, there is no discussion of the pool of prospects for the
partnership properties and what they can afford and the risk that the proposed rate
schedule cannot be met. The projections are also based on occupancy of 1,000 beds.
There is no discussion of how difficult it will be to reach the 1.000 bed level, how
difficult it will be acquire facilities that are around 100 beds each, or what affect owning
multiple smaller facilities like Sunken Meadows/Kings Park would have on profitability.

. A guaranteed rate of return on an equity investment is necessarily dependent on the

financial strength of the promissor and the promise is generally considered a fraud per se.
Here there is no disclosure of the financial strength of any Rainmaker entity or the
Furman faw firm.

f' Documents Reviewed, lem 4,
* Welcome to Rainmaker page of Rainmaker website. Rainmaker Projections.
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Subj: FW: Help

Date: 6/10/2005 1.23:57 PM Pacific Standard Time
Fromv By T e ;

To:

————— Original Message-----

From: jkriteman@synergyconsulting.info
[maiitojkriteman@synergyconsulting info]
Sent: Monday, June 06, 2005 9:25 AM
To: minkow@integrity.com

Subject: RE: Help

Barry,

| have pasted an email that was sent back in April and 1 can FAX you the
paperwork that we have received to date (approx. 30+ pages). Whatis
your FAX number?

Dear Rainmaker Partner.

We have sent your April 1, 2005 interest payment early based upon the
fact that Liz Checo our compliance manager who is in charge of sending
out the checks, will not be in the New York City office on the 31st

which is the usual mailing day.

Liz will be in LaHabra with our inspection team. Note: As usual all
checks are dated the first of the month, in this case APRIL 1, 2005 be
sure to deposit same on the appropriate date.

Also enclosed with the mailing you will find a copy for each partner of

the Kings Point purchase agreement which is the new property we own in

New York. You will see that the documents carry an addedum which

identifies every partner of record as of March 23, 2005, which will be

recorded on the deed. The Kings point purchase removes the Belle Harbor
property from our portfolio as part of the exchange you previously

approved. After reading the documents please e-mail your vote. Alf you

need to do is say in your e-mail is KINGS POINT APPROVED or KINGS POINT
REJECTED. | cannot close or apply for a license until you vote so please

do so ASAP.

The Strawberry Hill property contained mechanical systems failures which
resulted in our rejecting the facility as being to expensive to

rehabilitate. Kings point was our second choice from the Strawberry hill
search efforts and was purchased at very agreeable terms.

The St. Josephs Hospital facility continues in the mix, however it has

LUST problems. LUST stands for LEAKING UNDERGROUND STORAGE TANKS, The
facility also has asbestos tile on the floor and lead paint. These

problems are not deal killers in and of themselves. it means that the

$15 Million price tag will have to be reduced by about $2.5 million to

cover all the repairs and E.P.A. probiems.

We are also investigating a new facility in connecticut just up the road
from Strawberry Hill. This is a fully operating facility and meets our
needs in all aspects. When we get the paperwork | will then cali for an
E-Mail vote on this proposed purchase.

Friday, June 10, 20035 America Online: MRK CON 2
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When | take on the task of investigating a new property | am careful to
lead the team in a manner that protects our money. 1 look into every

nook and cranny. Once | find the problems (Aimost every old building has
problemns) | then make a decision. The process takes time but. | will not
take on a facility if the plant and equipment or the numbers do not

make sense from an investment standpoint

The New Furman Law Offices are open in long beach. Address and telephone
numbers for the new office may be found by going to the new one stop web

site WWW.FURMANLAWNYC.COM the addresses for all Furman Offices appear on
the first page to your right after the flash intro.

The partnership will officially close on April 1, 2005, at 12:01 AM.
Those of you wishing to make an additional subscriptiton must contact JJ
Conway at 301-831-7700 before the period of expiration.

JJ is also launching the new TIC Bed Sales unit in Long Beach. We will

now move forward with sales of the beds in our facilities for all TIC

clients. (TIC means TENANTS {N COMMON} if you know anyone who may be
needing assisted living space please call JJ or refer the person to JJ.

Existing partners who refer TIC clients will receive 25 BONUS UNITS free

of cost is the referral purchases a TiC bed..

Finally, the inspection team will be in Lahabra on Thursday March 30,
and Friday March 31, 2005. You are invited to tour the facility on
Friday March 31, 2005 at 1:00PM.

The address for the facility is The Gardens at Lahabra, 200 W. Whittier
Bivd, LaHabra California, 90631. To find the facility go to MAPQUEST.COM
and input your address as well as the address above and your computer
will plot the quickest route for you.

This time is tentative and may change as the current owners are
concerned over a large group coming in. If the time changes we will let
you kKnow by e-mail.

In any event please do not disturb the residents while you are in the
facility.

If you have any question please call me at 646-375-2348.
HAPPY PASSOVER and EASTER TO ALL OF YOU.

Thank you.

Sid Levine

Project Manager

For ALireza Dilmaghani
Managing Member/Partner.

Josh Kriteman
Synergy Consulting, LLC
310.264.6124

————— Original Message----

From: Barry Minkow [mailto:minkow@integrity.com]
Sent: Monday, June 06, 2005 6:55 AM

To: jkriteman@synergyconsulting.info

Subject: RE: Help

Hey Josh;
Friday, June 10. 2005 America Online: MRK. CON 2
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I may be interested in your situation because | am currently looking
into

another company that buys and refurbishes houses at high returns. Do
you

have any paper work on this deal? Promused returns in writing. etc
Also.

how many cothers have invested in it? Please let me know and thanks.
My best to you

Barry

—--Original Message——

From: Josh Kriteman [mailto:jkriteman@synergyconsuiting.infol
Sent: Sunday, June 05, 2005 9:26 PM

To: info@frauddiscovery.net

Subject: Help

My wife and | are small time investors who recently distributed a
signficant

sum

(for us) to a company by the name of Rainmaker Realty. They are an LLC
based in

New York that provides a signifacant return on invested assets (30%).
They

claim

to purchase residential properties and convert them to nursing home
facilities. We

were promised copies of the deeds months ago and | have personally
requested

this information without success. Any help you could provide would be
much

appreciated. Thanks.

Sent via the WebMail system at synergyconsulting.info
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200 Belle Harbor Residents. Tew Simon Sued For $10 M
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200 Belle Harbor Residents, Lew Simon Sued L:m
For $10 M

, An elderly Belle Harbor property
| owner has filed a $10 million
lawsuit against 200 neighbors. a
¢ local politician and a list of city

{ officials claiming they violated
her civil rights. The Wave has
learned.

Attorneys for Estelle Simon say
the City of New York. the
Department of Buildings.
Democratic District Leader Lew
M. Simon and 200 as yet
unnamed Rockaway

. A LE S A
residents "engaged in conduct
This house on the corner of wherein they violated the 14
Newport Avenue and Beach 134 plaintiff's rights,” according to a s}
Street is at the center of the 14-page suit filed in U.S. District h‘l
controversy. Court in November.

District Leader Simon has dismissed the suit, which was assembled in
such haste that "United States” is misspelled, calling it "frivolous." DOB
spokesperson Jeunifer Givner said Corporation Counsel was reviewing
the complaint on behalf of the city.

At the center of the issue is the eld-erly woman's one-family home at
402 Beach 134 Street. which drew the at-tention of community
members when signs seeking 40 investors at $10,000 apiece for a
condominium or elder-care facility at that location popped up on its
front lawn in early 2004.

A group of Belle Harbor residents. who don't want to see a one-family
home turned into a multi-unit struc-ture. filed complaints with the DOB
and sent petitions to elected officials. They also petitioned Community
Board 14, since its members would be in the position of approving or
denving any request for a variance.

Fliers calling for vigilance among neighbors - specifically citing the

http//www rockawave.com/mews/ 200471231/ Front_Page/003.html 6/10/2005
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Suby FW: Help

Date: 6/10/2005 1:23.54 PM Pacific Standard Time
From: 3 : s OO

To:

----- Original Message-—-

From: jkriteman@synergyconsulting.info
{mailto:jkriteman@synergyconsulting.info]
Sent. Monday, June 08, 2005 10:45 AM
To: minkow@integrity.com

Subject: RE: Help

My cell is 310.562.5432, work number is below, I'm at work now.

Josh Kriteman
Synergy Consutting, LLC
310.264 6124

——Qriginal Message—-

From: Barry Minkow [mailto:minkow@integrity.com]
Sent: Monday, June 08, 2005 10:42 AM

To: jkriteman@synergyconsulting.info

Subject: RE: Help

What is the best number to reach you at?

»»»»» Original Message-——

From: jkriternan@synergyconsuiting.info
[mailtojkriteman@synergyconsulting.info}
Sent: Monday, June 06, 2005 9:25 AM
To: minkow@integrity.com

Subject: RE: Help

Barry,

| have pasted an email that was sent back in April and | can FAX you the
paperwork that we have received to date (approx. 30+ pages). What is
your FAX number?

Dear Rainmaker Partner:

We have sent your April 1, 2005 interest payment early based upon the
fact that Liz Checo our compliance manager who is in charge of sending
out the checks, will not be in the New York City office on the 31st

which is the usual mailing day.

Liz will be in LaHabra with our inspection team. Note: As usual all
checks are dated the first of the month, in this case APRIL 1, 2005 be
sure to deposit same on the appropriate date.

Also enclosed with the mailing you will find a copy for each partner of

the Kings Point purchase agreement which is the new property we own in
New York. You will see that the documents carry an addedum which
identifies every partner of record as of March 23, 2005, which will be
recorded on the deed. The Kings point purchase removes the Belie Harbor

Friday, June 10. 2005 America Online: MRK CON 2
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property from our portfolio as part of the exchange you previously

approved. After reading the documents please e-mail your vote. All you

need to do is say in your e-mail is KINGS POINT APPROVED or KINGS POINT
REJECTED. | cannot close or apply for a license until you vote so please

do so ASAP.

The Strawberry Hill property contained mechanical systems failures which
resuited in our rejecting the facility as being to expensive to

rehabifitate. Kings point was our second choice from the Strawberry hill
search efforts and was purchased at very agreeable terms.

The St. Josephs Hospital facility continues in the mix, however it has

LUST problems. LUST stands for LEAKING UNDERGROUND STORAGE TANKS. The
facility also has asbestos tile on the floor and lead paint. These

problems are not deal killers in and of themselves. it means that the

$15 Million price tag will have to be reduced by about $2.5 million to

cover all the repairs and E.P.A. praoblems.

We are also investigating a new facility in connecticut just up the road
from Strawberry Hill. This is a fully operating facility and meets our
needs in all aspects. When we get the paperwork | will then cait for an
E-Mail vote on this proposed purchase.

When | take on the task of investigating a new property { am careful to
lead the team in a manner that protects our money. | look into every
nook and cranny. Once i find the problems (Almost every old building has
problems) | then make a decision. The process takes time but, | will not
take on a facility if the plant and equipment or the numbers do not

make sense from an investment standpoint

The New Furman Law Offices are open in long beach. Address and telephone
numbers for the new office may be found by going to the new one stop web

site WWW.FURMANLAWNYC.COM the addresses for all Furman Offices appear on
the first page to your right after the flash intro.

The partnership will officially close on April 1, 2005, at 12:01 AM.
Those of you wishing to make an additional subscriptiton must contact JJ
Conway at 301-831-7700 before the period of expiration.

JJ is also launching the new TIC Bed Sales unit in Long Beach. We will

now move forward with sales of the beds in our facilities for all TIC

clients. (TIC means TENANTS IN COMMON) If you know anyone who may be
needing assisted living space please call JJ or refer the person to JJ.

Existing partners who refer TIC clients will receive 25 BONUS UNITS free

of cost is the referral purchases a TIC bed..

Finally, the inspection team will be in Lahabra on Thursday March 30,
and Friday March 31, 2005. You are invited to tour the facility on
Friday March 31, 2005 at 1.00PM.

The address for the facility is The Gardens at Lahabra, 200 W, Whittier
Blvd, LaHabra California, 90631. To find the facility go to MAPQUEST.COM
and input your address as well as the address above and your computer
will plot the quickest route for you.

This time is tentative and may change as the cutrent owners are
concerned over a large group coming in. If the time changes we will let
you know by e-mail.

In any event please do not disturb the residents while you are in the
facility.

Friday, June 10, 2005 America Online: MRK CON 2
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If you have any question please call me at 648-375-2348.
HAPPY PASSOVER and EASTER TO ALL OF YQU

Thank you.

Sid Levine

Project Manager

For Alireza Dilmaghani
Managing Member/Partner.

Josh Kriteman
Synergy Consulting, LLC
310.264.6124

-—---0riginal Message-—--

From: Barry Minkow [mailto:minkow@integrity.com]
Sent: Monday, June 08, 2005 6:55 AM

To: jkriteman@synergyconsulting.info

Subject: RE: Help

Hey Josh:

! may be interested in your situation because | am currently looking
into

another company that buys and refurbishes houses at high returns. Do
you

have any paper work on this deal? Promised returns in writing, etc.
Also,

how many others have invested in it? Please let me know and thanks.
My best to you

Barry

----Qriginal Message—-—

From: Josh Kriteman [mailto jkriteman@synergyconsulting .info}
Sent: Sunday, June 05, 2005 9:26 PM

To: info@frauddiscovery.net

Subject: Help

My wife and | are small time investors who recently distributed a
signficant

sum

{for us} to a company by the name of Rainmaker Realty. They are an LLC
based in

New York that provides a signifacant return on invested assets (30%).
They

claim

to purchase residential properties and convert them fo nursing home
facilities. We

were promised copies of the deeds months ago and | have personally
requested

this information without success. Any help you could provide would be
much

appreciated. Thanks.

Sent via the WebMail system at synergyconsulting.info

Friday. June 10. 2005 America Online: MRK CON 2
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Subj FW: Rainmaker

Date: 6/10/2005 1:23.45 PM Pactfic Standard Time
From RN NSRS :

To:

-----Qriginal Message-----

From: jkriteman@synergyconsulting.info [mailto:jkriteman@synergyconsulting.info]
Sent: Monday, June 06, 2005 3:15 PM

To: minkow@integrity.com

Subject: Rainmaker

Barry,
Here is the info you requested on the broker:

James Joseph Conway

100 Oceangate 14th floor
Long Beach, California, 80802
Tetephone: (562)-216-5088

The address of the facility in New York is (it is supposedly titled to Rainmaker Managed Living, LLC):

121-125 West Main Street
Kings Park, NY 11754

My wife is going to meet with the broker tomorrow afternoon in Long Beach, is there anything she should ask him
specifically? She also contacted Sid Levine at Rainmaker, he indicated that the property in La Habra hasn't
closed yet due to “1031 exchange deals/issues”. When she asked about a financial statement he said we would
have it by the end of June. Their new website is rainmakerlifecare. com: had some time at tunch and discovered
this article as well: - : . o - . S

Thanks again for your heip.
Josh Kriteman

Synergy Consulting, LLC
310.264.6124

Friday. June 10. 2005 America Online: MRK CON 2
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Subj FW: Rainmaker newspaper ad

Date: B/10/2005 1:24:33 PM Pacific Standard Time
From RN ST

To:

————— Original Message-----

From: jkriteman@synergyconsulting.info [mailto:jkriteman@synergyconsulting.info]
Sent: Tuesday, June 07, 2005 11:18 AM

Teo: minkow@integrity.com

Subject: RE: Rainmaker newspaper ad

From: Barry Minkow [mailto:minkow@integrity.com]
Sent: Tuesday, June 07, 2005 11:13 AM

To: jkriteman@synergyconsulting.info

Subject: RE: Rainmaker newspaper ad

From: jkriteman@synergyconsulting.info [mailto:jkriteman@synergyconsuiting.info]
Sent: Tuesday, June 07, 2005 10:32 AM

To: minkow@integrity.com

Subject: Rainmaker newspaper ad

Barry,

My wife found the ad! It was in the Los Angeles Times Classified section under investment
Opportunities. It reads:

30 Year Old Successful Law
firm Seeks Partners in 6 new
Assisted Living RE develop-
ments, Hi-yieid return, Inv
Guar by TrustDeed $50 min
Call Mr. Green 310.831.7700

Josh Kriteman

Synergy Consulting. LLC
310.264.6124

Friday. June 10, 2005 America Online: MRK CON 2
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Subj: FW: Rainmaker newspaper ad
Date: 6/10/2005 1,24:18 PM Pacific Standard Time

From: i g (i
To .

————— Original Message-----

From: jkriteman@synergyconsulting.info [mailto:jkriteman@synergyconsulting.info]
Sent: Tuesday, June 07, 2005 11:30 AM

To: minkow@integrity.com

Subject: RE: Rainmaker newspaper ad

From: Barry Minkow [mailto:minkow@integrity.com]
Sent: Tuesday, June 07, 2005 11:25 AM

To: jkriteman@synergyconsulting.info

Subject: RE: Rainmaker newspaper ad

o

----(riginal Message
From; jkriteman@synergyconsuiting.info [mailto:jkriteman@synergyconsulting.info]
Sent: Tuesday, June 07, 2005 11:18 AM

To: minkow@integrity.com

Subject: RE: Rainmaker newspaper ad

January 30, 2005/

Josh Kritemnan
Synergy Consulling, LLC

From: Barry Minkow [mailto:minkow@integrity.com]
Sent: Tuesday, June 07, 2005 11:13 AM

To: jkriteman@synergyconsulting.info

Subject: RE: Rainmaker newspaper ad

iy

From: jkriteman@synergyconsulting.info
[mailto:jkriteman@synergyconsulting.info]
Sent: Tuesday, June 07, 2005 10:32 AM
To: minkow®@integrity.com

Subject: Rainmaker newspaper ad

Barry,
My wife found the ad! it was in the Los Angeles Times Classified section under

investment Opportunities. it reads:

Friday, June 10. 20035 America Online: MRK CON 2
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30 Year Old Successful Law
firm Seeks Partners in 6 new
Assisted Living RE develop-
ments, Hi-yield return, inv
Guar by TrustDeed $50 min
Call Mr. Green 310.831.7700

Josh Kriteman

Synergy Consulting. LLC
310.264.6124

Friday. June 10. 2005 America Online: MRK CON 2
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ADDENDUM FOUR
CORPORATE RECORDS

THIS DATA IS NOT AN OFFICIAL RECORD OF THE DEPARTMENT OF STATE OR THE STATE
OF NEW YORK. LEXISNEXIS IS NOT AN EMPLOYEE OR AGENT OF THE DEPARTMENT OF
STATE OR THE STATE OF NEW YORK, THE DEPARTMENT OF STATE DISCLAIMS ALL
WARRANTIES, EXPRESS OR IMPLIED, REGARDING THIS DATA.
NEW YORK DEPARTMENT OF STATE
Company Name: RAINMAKER MANAGED LIVING SMHC KINGS PARK LLC

Process Address:
THE LLC
116 W. 23RD STREET, STE. 500
NEW YORK, NY 10011

Type: DOMESTIC LIMITED LIABILITY COMPANY
Status: ACTIVE

Status Comment: INCORPORATION/APPLICATION FOR AUTHORITY/ARTICLES OF
ORGANIZATION/NOTICE OF REGISTRATION

Standing: NOTE: GOOD STANDING STATUS CAN ONLY BE DETERMINED BY PERFORMING A
SEARCH IN THE RECORDS OF BOTH THE DEPARTMENT OF STATE CORPORATION RECORDS
AND THE DEPARTMENT OF TAX AND FRANCHISE.

Filing Date: 4/21/2005

Duration: PERPETUAL

County: NEW YORK

Date of Incorporation/Qualification: 4/21/2005

Registered Agent: ANTCINETTE M. WOOQTEN, FSQ.

Registered Office:
116 W. 23RD STREET, STE. 500
NEW YORK, NY 10011

Corporation Number: 3194166
Microfilm Number: 050421000222

History:

Type: ARTICLES OF ORGANIZATION (DOMESTIC LIMITED LIABILITY COMPANY)
Effective Date: 4/21/2005

Microfilm Number: 050421000222
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THIS DATA IS FOR INFORMATION PURPOSES ONLY. CERTIFICATION CAN ONLY BE
OBTAINED THROUGH THE SACRAMENTO OFFICE OF THE CALIFORNIA SECRETARY OF
STATE.
CALIFORNIA SECRETARY OF STATE, LTP/LLC RECORD
Company Name: RAINMAKER MANAGED LIVING LLC

Business Address:
100 VILLAGE SQUARE CROSSING 103
PALM BEACH GARDENS, FL 33410

Type: DOMESTIC FILING

Status: ACTIVE

Filing Date: 1/27/2005

State or Country of Incorporation: CALIFORNIA
Registered Agent: JJ CONWAY

Registered Office:
1129 W 2ND ST
SAN PEDRO, CA 90731

Members, Managers, Partners:

Management: ALL MEMBERS ARE MANAGERS

Filing Number: 200503110012

THIS DATA IS FOR INFORMATION PURPOSES ONLY, CERTIFICATION CAN ONLY BE
OBTAINED THROUGH THE SACRAMENTO OFFICE OF THE CALIFORNIA SECRETARY OF
STATE.
CALIFORNIA SECRETARY OF STATE, LTP/LLC RECORD
Company Name: RAINMAKER MANAGED LIVING MORTGAGE GROUP 41505 LLC

Business Address:
116 W 23RD STREET STE 500
NEW YORK, NY 10011

Type: DOMESTIC FILING
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Status: ACTIVE

Filing Date: 4/26/2005

State or Country of Incorporation: CALIFORNIA
Registered Agent: JAMES CONWAY

Registered Office:
1129 W 2ND STREET
SAN PEDRO, CA 90731

Members, Managers, Partners:

Management: ALL MEMBERS ARE MANAGERS

Filing Number: 200511910004
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Copyright 2005 ALM Properties, Inc. All Rights Reserved.
New York Law Journal

January 14, 2005, Friday
SECTION: DECISIONS; Pg. 25
LENGTH: 163 words

HEADLINE: Appellate Court Decision;
By Santucci, J.P.; Miller, Spolzino and Skelos, 33,

BODY:

Peopie, etc., res, v. Daniel Mathison, ap Motion by Alireza Dilmaghani, the attorney
probating the will of Daniel C. Furman, to relieve The Furman Law Firm as the attorney for
the appeliant on an appeal from a judgment of the Supreme Court, Kings County, rendered
September 9, 2003, and for the assignment of new counsel to represent the appellant on
the appeal.

Upon the papers filed in support of the motion and the papers filed in relation thereto, it is

ORDERED that the branch of the motion which is to relieve The Furman Law Firm is denied
as unnecessary [see CPLR 321[c]]; and it is further,

ORDERED that the branch of the motion which is for the assignment of new counsel is
denied; and it is further,

ORDERED that on or before March 4, 2005, the appeliant shall either retain new counsei and
notify this court in writing that new counsel has been retained, or move for the assignment
of counsel.

SANTUCCI, 1.P., S. MILLER, SPOLZINO and SKELOS, 13., concur.

LOAD-DATE: lJanuary 24, 2005

SUPREME COURT CIVIL SUITS FOR NEW YORK COUNTY, NEW YORK
CASE-NAME: KYLER, SEAN
» V.
FURMAN, DANIEL C. (THE ESTATE OF) AS SOLE PROPRIETOR OF THE
DEFUNCT FURMAN LAW FIRM OF NYC AND ALIREZA DILMAGHANI, INDIV,
AS GEN. COUNSEL FOR THE NOW DEFUNCT FURMAN LAW FIRM OF NYC, AND
AS PROBATE COUNSEL FOR THE ESTATE OF DANIEL C. FURMAN AND L.
PAMELA CHECO, ET AL.
STATUS: ACTIVE
ACTION: OTHER
REQUEST FOR JUDICIAL INTERVENTION: 02/14/2005
INDEX-NUMBER: 4001862005

JUDGE: ACOSTA, ROLANDO T



251

FW: Bar Associations

This message has been scanned for known viruses.

From: Barry Minkow
To: mrkcon2@aot.com
Subject: FW: Bar Associations
Date: Sat, 11 Jun 2005 15.22:16 0700
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ADDENDUM FIVE
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ADDENDUM SiX
WEB SITE

Rainmaker Managed Living LLC

RAINMAKER MANAGED LIVING, LLC

Homa 31031 Independent Living

Realty Partners

Martgage Fartne

Rainmaker Managed Living 1LLU
CUorporate Legal Department

Hello, my name is Alireza Dilmaghani, 1
©am an attorney licensed in the State of New
York. | am General Counsel of The

| Rainmaker Managed Living, LILC,
 Corporate Legal Department.

Prior to joining Rainmaker Managed

Living, LLC, I worked at the Furman Law

¥Firm in New York City, which was operated by the
late Daniel C. Furman, Esquire, Attorney at Law,

- who passed away on March 17, 2004. I was a staff’
. attorney with the Furman Law Firm and assumed
. the role of interim General Counsel of the Furman
© Law Firm, for the purpose of administering the
Furman Estate from the date of Mr. Furman's
passing until November 16, 2004, when the
Furman Law Firm ceased operations, as dictated
by law due to My, Furman's death.

I admdnistered the Furman estate and had
. ministerial control of the estates assets which
*included the Furman Law Firm and other legal
. and real estate entities wherein Mr. Furman had
¢ an interest. The estate now has a court appointed
© guardian ad litem who will have oversight
regavcding the heirs of the estate.

The name Furman Law Firra may no longer be
utilized by opevation of law as the name partner is
- deceased, The Furman Law Flvm attornevs and
* their expertise have been absorbed by the
corpovate legal department of Rainmaker
Managed Livng, LLC, so that we will be in fall

compliance with the Rules of the Surrogate's Court

as they apply to the estate and the ethies rules of
the Supreme Court of the State of New York.

httpi//www . rainmakerlifecare.comvhome. him

MAIN OFFICE NEW YOR}
Rainmaker Managed Livit
Headguarters Corporate 1
Department

116 W, 23rd Street Corner
Avenue

¥ifth Fleor, Suite 00
New York, NY 10011
(646} 375-2260

NEW JERSEY OFFICE
Ratwmaker Managed Liviy
New Jersey Corporate Leg
Department

—44 Broad Street, 16th flo
Newark, New Jersey o710¢
Telephone: (973) 735-2728

CALIFORNIA OFFICE
Rainmaker Managed Liviz
West Coast Corpovate Leg
Department

o Oceangate with tloor
Loug Beach, Caltfornin, 9«
Telephone: {562)-21H-508

HGP0NS
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Rainmaker Managed Living LLC

The expertise and evel of dedication previously
exhibited by the former Furmuan Law Fiem have
not been diminished in any way, by my transition
to corproate counsel al Rajumaker Managed
Ldvng. LLC, My staff and 1 ave bere to serve your
peeds with the same expertise, professionalism,
dedication and careful cousidevation vou have
come to expect.

Please feel free to contact me al 646-375-2269 or
F-mail me at RMLCORPLEGAL@aol.com, Thank
vou.

© Copyright 2005, Raiomaker Managed Living,
LLC, All rights Reserved

hitp:/fwww.rainmakerlifecare.com/home. htm 6/9/2005
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Rainmaker 1031 Exchange

Home

Power of Rainmaker

1031 Requirements
Rainmaker Managed Living LLC [Californial 1031 Types
is a 103-T.L.C.[ Tenancy in Common] program Contact Us

operated under the expertise and professional guidance of Rainmaker
Managed Living LLC Managing Member Alireza Dilmaghani, Esquire, Attorney
at Law, General Counsel of the Furman and Dilmaghani P.C. Law firm of New
York City. The Purman and Dilmaghani P.C. law firms legal staff, manages all
of the combined Rainmaker Programs nationally giving you a safety net never
before experienced in any 1031 exchange progeam. Your hard earned assets
are backed by the well earned reputation and professional license of a highly

experienced and caring real estate atlorney.

Rainmaker Managed Living LLC [California} utilizes a T.L.C. concept for the
financing and management of Independent Living, Assisted Living, Nursing
Home, Retivement Communities and Life Care properties nationwide, The
program allows any size exchange from a minimum of § 250,000.00 to
$25,000,000.00. Each exchange involves anits in ene of more facilites. These
units are managed by Rainmaker Managed Living L1.C under 2 master lease
that pays you a minimum of 25% interest annually which you receive monthly
in your mail box or if you so desire wired directly into yvour bank account.

You will discover that the Rainmaker Managed Liviog L1C [California] 1031~
T.LC. program, when coupled with the guaranteed minimum snnual return of
25% interest, paid monthly, allows you to safely put your money to work for

you earning a secure, guaranteed rate of return that vou will love.

program you have an opportunity to join Ratamaker and shave in the fol fowing
benefits:

http://www.rainmakerlifecare.comvrainmaker 103 1/ 6/9/2005
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Rainmaker 1031 Exchange

o

25% Guaranteed Annual ioterest

paid monthly.

<o

The security of high Quality real estate investments in nationally
recognized high growth areas including Southern California & New York
City real estate.

Lo

Risk free participation through the Rainmaker Managed Living LLC.
[Californial
The ability to cash out at anytime.

http:/www.rainmakerlifecare. com/rainmaker 1031/ 6/9/2005
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Strength of Rainmaker

8y Home
- Power of Rainmaker
° From start to finish, the Rainmaker team 1031 Requirements
is on your side.Long before you actually 1031 Types
sell your current property the Rainmaker Contact Us

teaun is hard at work structuring custom designed packages to suit your
needs.

The Rainmaker team assists you in locating a qualified intermediary to
hold vour assets. {Inetmediaries are also known as Accornodators or

Facilitators].

o

The Rainmaker team makes sare that your 1031 needs meet the
requirements of IRC Section 1031 as set forth in Starker v, Commissioner
{602 F.2d 1341 [1970]).

The Rainmaker team assists you by offering various properties under
what is conunonly referred to as the Three property clement so that you
will have various properties available for vour consideration and decision
that suit your financial and tax needs.

The IRS requires an investor to identify the replacement property(s)
within 45 days from closing on the sale of a relinquished property. The 45
Day Identification Period begins on the closing dale, and the replacement
property must be properly identified in a letter signed by the Exchanger
and received by the Qualified Intermediary. Closing must be within 180
days between the sale of the relinguished property and the purchase of
the replacement property. THE 180 days also runs from the closing date
thus the actual math is 45 days plus 135 days.

<

Rainmaker state of the art expertise:

o

Rainmaker's Foreoost Acquisition Team:

b~d

Rainmaker’s potential for uneommon property performance and profit
starting with the initial "buy.”

@

Rainmaker's Top flight acquisition team is composed of top shelf legal and

real estate professionals with decades of disciplined integrity legendary

httpr//www rainmakerlifecare.com/rainmaker 103 1/rainmaker-streneth him CIIOR
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Strength of Rainmaker

value hanling expertise as property bayess.,

©

Rainmaker's war chest allows Rainmaker to be a fast, all cash buver.

@

Rainmalker is viewed by brokers and seller's as a "Buyer of Choice "

<

Rainmaker's foremost Assel Management Teanu:

]

Rainmaker's Extensive
experience in advising clients in
the buving and furning around
of value~added properties in

markets nationwide.

L]

Rainmaker's officers co-invest
in each project.

o

Ratromaker will never market a

program unless the officers of
Rainmaker prove the programs value by investing in the program.

<

Rainmaker subseribers enjoy the benefits of all these ingredients, which

very few if any of our peers has the ability to match.

htip//www rainmakerlifecare.com/rainmaker 103 {/rainmaker-strength htm 61005
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Rainmaker 1031 Requirements

. e R Home
’ Power of Rainmaker
The Rainmaker Realty Partners Tenant in 1031 Requirements
Common ['T.LC.] 1031 program is a form of 1031 Types
holding title to real property. It allows the Contact Us

owner/owners (o own an undivided fractional interest in the entire property.
In addition, it has become the preferred investment vehicle for real property
investors who wish to defer capital gains via & 1031 exchange and own real

property without the management headaches.

The investment property marketplace is over 4 trillion dollars

In California, 9o% of all investment properties listed and sold over 3
million dollars were involved in a §1031 Tax-Deferred Exchange

Most non-institutional investors, (individuals,) are not familiar with the
strict provisions of the IRC §1031

Q

Owner age shift: 170,000 reach the age of 65 daily

Peantages of Conventional Divect Ownershig faaohasge

Lower returns on less desirable properties

o

Difficult to comply with § 1031 45-day rule

L4

Exchanger must locate property,

<

Difficult to miatch § 1031 exchange debt and equity
Luvestor must negotiate and arrange loan

Expensive and lime-consuming property management

©

Cash flow, depreciation, and appreciation potential

-]

Ability to use the § 1031 exchange again

o

Ability to refinance and distribute proceeds “tax tree”

httpy//www.rainmakerlifecare.com/rainmaker 103 1/103 I-requirements =+ SAOMNnS
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Rainmaker 1031 Requireruents

Higher returns on institutional-quality properties
fasy o comply with § 1031 45-day 1D roles
Rairmanaker pravides properties

Casy 1o mateh § 1031 exchange debt and eguity
Rainmaker Prearcanged financing

Professionad property management

o

Cash flow, depreciation, and appreciation potlential

o

Ability to use the § 1031 exchange again

<

Ability to refinance and distribute proceeds “tux free™

http://www rainmakerlifecare.com/rainmaker1031/103 Lrecuiverpsig bim £ IOng
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Rainmaker Types

Home
EVEE IR R
Power of Rainmaker
In a delayed exchange under Section 1031, 1031 Requirements
the property currently owned is called the 1031 Types
"relinguished” property and must be Contact Us

exchanged for like-kind "replacement" property.

[EEAN R I O FTC

Properties must be held for investment or used in a business. The IRS uses
the term "like-kind” to describe the type of properties that qualify. This
definition covers a vast variety of developed and undeveloped real estate.
Properties which ave clearly not like-kind are "held for sale.” The relinquished
and replacement properties need not have identical funetions (i.e. both be

apartment complexes or commercial strip centers).

The IRS requires an investor to identify the replacement property(s) within
45 days from closing on the sale of a relinquished property. The 45 Day
Identification Period begins on the closing date, and the replacement property
(s) must be properly identified in a letter signed by the Exchanger and received
by the Qualified Intermediary, Closing must be within 180 days between the
sale of the relinquished property and the purchase of the replacement
property.

A Simultaneous Exchange ocours when the relinquished (sale) property and

the replacement (acquired) property are transferved coneurrently,

http://www .rainmakerlifecare. comn/rainmaker 103 1/113 Frynac him «vsnns
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Rainmaker Types

'he delayed exchange is the most undversal exchange, safelv providing
fixchangers with flegibility the acquisition of replacement property op

properties,

The taxpayer can choose 1o make repairs or add structural improvements as
part of the replacement property. While these types of exchanges can be
complicated and cumbersome, they can alleviate cash-flow and exchange

residual issues.

As i1t a traditional reverse, the replacement property is acquired before the
relinquished property is sold. The newly issued Revenue Proceduarve (REV,
Proe.2000-47) provides @ safe harbor for reverse and reverse build to suit

exchanges entered into on or after September 15, 2000,

hup://www.rainmakerlifecare.com/rainmaker1031/103 I-types.htm 6/9/2005
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Comact Rainmaker

Home

Power of Rainmaker

1031 Requirements

Contact Us 1031 n
Name: Contact Us
Fmail:

Comments:

Crusabiftod fnrevinestin

yvour search for an intermediary. This list should not be considered a
particular intermediary.

IPX - Investment Property Exchange Services, Inc.
30 California Street, Suite 3550

San Francisco, CA 94111

Phone (413) 399-1590

Toll-Free (888) 77110531

Fax {415) 399-1340

1031 Corp., Inc.
1200 East High Street

http://www . raimmakerlifecare.com/rainmaker103 /contact. htm

recommendation by Rainmaker Managed Living LLC [California] of any

This is a partial list of gualified intermediaries. It is provided to assist vou in

6/9/2008




264

Contact Rainmaker

Suite 217

Potistown, PA 19464
Tel: -800-828-103:

Fax: (610} 970-2258

Asset Preservation, Inc.
4160 Douglas Blvad
Granite Bay, CA 95746
Toll Free: (800) 282-1031
Phone: {416) 761-5991
Fax: (916) 791-6003

Independent Exchange Services
180 Montgomery Street, Suile 600
San Franciseo, CA 94104

Phone: 800.939.1031

North American Exchange Company
Corporate Headquarters

2185 N. California Blvd,, Suite 270
Walnuat Creek, CA 14596

PH: 800.736.1031

FAX: 800.382.0718

Timcor Financial Corporation
11500 West Olympic Blvd., Suite 425
Los Angeles, CA 90064
{800)966-1031 - Toll Free

(310) 479-1550 - Voice

{310) 479-2005 - FAX

Diversified Exchange Corporation
4250 Executive Square, Suite 400
La Jolla, California y2037-9105
‘Telephone (858) 658-8908

Toll Free (866) 634-1031

Facsimile (858) 658-892¢

httpi/fwww rainmakerlifecare.com/rainmaker 103 /contact.htm

6/9/2003



Contact Ramrasker

Southwest Exchange Corporation
2370 Corporate Circle Suile 166

Hendersou, NV 80074

Phorne v9:2-454-1G:3% o8 Boo-827-0i50

Fay 2024547202

265

Raimnaker Managed Liviog 110
New York City Headguarters

116 W, 23ved St

Suite 500

New York, NY 1001

http://www rainmakerlifecare com/rainmaker 103 1/contact.htm
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Cost Free Retirement - Rainmaker Managed Living

Rainmaker Independent Living
Rainmaker Managed Living LLC

Communities

Home

Independent Living Facts
Rainmaker T.1.C. L.L.C.
Piving Benefits Property Based TIC
Cashed Based TIC
Contact Us

wdenendent

Virtually Free Retirement fyouown a

home
Increase the value of your assets if yvou own property
Keep vour property for your heirs

23

Travel to any Rainmaker Location

“

Raiomaker swap programs allow you to move to warmer climates

*

Rainmaker is a WIN-WIN program for everybody

Errioresion in gcost iree

All vou need is 2 modest cash nest
egy or your own home. Rainmaker
TIC/LLC will show you how to retirve
to one of our independent living
residences with the security of
knowing your hard earned property
assets will be preserved.

We manage your home for the
benefit of your estate so that vour loved ones will be able to inherit vour assets

instead of wasting those assets on a oursing bome or assisted living center.

Why let assisted living centers and nursing homes take your hard darned

assets and freedow. Tis your estate and your money. Take charge of it

Enjoy virtually free retivement with Rainmaker TIC/LLC,

httn:/rwww rainmakeriifecare.com/rainmakerassistedliving/ FIHINOT
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Cuost Free Retirement - Rainmaker Managed Living

Call Rainmaker Independent Living today at 646-375-2064 and ask for
Seamus McNally or Sidney Levine to obtain all the answers 1o vour questions

for free with no obligation.

httn-/fwarw rainmakerlifecare comrainmakeracgicts tviog cwmnng
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Independent Living Facts

Rainmaker Managed Living, LLC

Cost Free Retirement

Home

Independent Living Facts

Rainmaker T.1.C. 1L.1.C.
Property Based TIC
Today, about 1.5 million Americans live in Cashed Based TIC
our nation's 17,000 nursing homes and Contact Us

assisted living facilities. More than 90 percent
of America's mursing howme and assisted living residents are over 65. Three out

of four nursing home and assisted living residents are womeao.

The problem is most senior residents do not need the services of assited
living or nursing homes. what they need is INDEPENDENT LIVING CENTERS
or a mixed use community that offers all three.

Rainmaker communities offer independent living in a studio apartment with
private bath and shared supervised kitchen facilities. If over tiime you need
more care vou automatically transfer to the nearest bed in a Raisvmaker
Assisted Living eommunity. If vou eventually need full supervision nursing

sare services, you will be automatically transferred to the nearest available bed
in a Rainmaker Skilled Nursing facility. These upgrades in care are TOTALLY
FREE OF ADDITIONAL CHARGE. Once you book a TIC studio suite thats it. Pay
one time and never pay again for standard services. And if you use an existing
property to fund your purchase you retire virtoally for free and your family
keeps your property for the estate.

Rainmaker facilities are fivst elass resort or home style facilities offering
every amenity and every form of entertainment and activity,

As Rainmaker communities come on line you save money by booking PRE-
NEI

construction for as little as $ 250,000.00 for life time care. Studio suites

L. Pre-Need is where you book your studio suite while the facility is ander

bhocked after the facilites are completed cost 25 to 50 percent move.

http://www rainmakerlifecare.com/rainmakerassistedlivine/facts.htm “ R0
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tndependent Living Facts

The following facts will show you that you may not need Assisted Liviag or
Nursing cure al this stage in your life. The best part is that should you ever
develop the necd for assited or skilled full care you receive it for no addiitonad

charge. read the facts and judge for yourself where vou desire to LIV

The tvpical nursing home and assisted liviog resident is a woran io her 8a's.

wiro shiows mild foros of memeory loss. Although physicatly bealthy for her age,

she needs help with about g of 5 activities of daily living (eating, dressing,

bathing, walking, getting out of a bed or chair, and toileting).

According o recent reports the
average cost of a nuesing home stay
in the United States is $153 per day,
(Rainmakers study shows the figure
15 actually $181.24) but there are
lavge variations from metropolitan

area to metropolitan area, aceording

10 a recent market study released by
the MetLife Mature Market Institute. Manhattan is the costliest at $293 per day
{Rainmakers study shows the figure is actually $345.50) for a private room
while the Hibbing, Minnesotu area is the lowest at $90. The study found that
the cost of @ home health cave aide was $16 per hour nationally. HTome health
care is most expensive in Hartford, CT at $24 per hour and least expensive in
San Aptonio, TX at $12 per hour. The report includes average daily nursing
home costs and hourly home health care aide costs for various cities
throughout the country.,

THE FIGURES STATED ABOVE ARE FOR “ASSISTED LIVING™ ., THE

FIGURES INCREASE GREATLY WHEN TQTAL NURSING CARE IS
FACTORED IN.

RTINS

Long-term care is a range of custodial, social and medical services provided

to those who can 0o longer live independently. They may need the care beeause

of illuess, aceident, injury or aging.

http://www .rainmakerlifecare.com/rainmakerassistedliving/facts.htm RIGONNR
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Independent Living Facts

There are two reasons to aeed long-term care {8TC):

£ ¥You have cognitive impairment Gaental inpairment with a physical cauve,
such ay Alehodmer's, Parkinson's, stroke o wad injury) and peed
sOMesng (o supervise yous or

2, You need assistance with "Activities of Dadly Living” {ADLs). There are six

ADLss Bathing. continence, dressing, cating. totleting, and transferving,

Transferring meuns getling in and out of a bed or chaiv.

Long-term care is different from "acute earve. Acate care is health care. 3 is

received from a docior or hospital because of ilines

, disease or injury. The
goal is 1o cure. Health insurance pavs for acute care.

The objective of LTC is "eaving rather than curing.” Most people needing
'] 2 B §

feng-tevim care necd it for the rest of their Hves.

as% of UTC 18 "enstodial care.” Custodiul care includes assistance with
Activities of Daily Living and supervision needed by those with cognitive
impairment. Not all long-tern care is custodiul but all eustodial care is loovg-

term care.

Custodial care also includes bomemaker services (cooking, cleaning). choves
(fixing your house, mowing your lawn), companionship, help with medications
and viher services.

Non-custodial care is usually skilled care, provided by nurses and speech.
physical and respiratovy therapists.

Long-terin care is provided in homes, assisted living facilities, adult day care
facilities, hospices and nursing homes.

Itis not just the elderly who need LTC: 40% who need assistance at home and

t0% of nursiog home residents are under 63.

There are two ways Lo pay for LTC:

htin://www rainmakerlifecare.com/rainmakerassistedliving/facts.htm AN
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Independent Living Facts

1. Out of assets or income There sre many probiems with this strategy, You
need to be vich W afford the costs. Hven then, it puts you 81 visk of
exhausting vour foads. 1 pats your spouse al cisk i there s not enough
for botl of vou. It reduces what yvou can leave ta your hetrs,

2. Medieaid is & government welfare prograr that pavs £7C expenses for

poor people. I von ore poor, this is vour best option.

There ave many downsides to Medicaid. Medicaid funded 1)TC is havd to find.
Both spouses must be impoverished before Medicaid will pay. You will have
your assets confiscated by the government to repay the expense of your

retivement,

Population Pacis

Nursing facility providers in the United States(1)

* 1,813,665 total nursing facility beds:

»

16,993 total nursing facilities;

13 percent of tacilities are hospital-based:

52 percent of facilities are part of a chain ("Chain® facilities are owned or
leased by a multi-facility organization, The remaining facilities arc
individually owned and operated);

107 facility bed size (average);

83 pereent pursing facility cccupaney rate.
Nursing facility ownership in the United States (1}

66 percent for profit:
27 percent not-for-profiy

7 percent government.
Nuvsing facility direct carve staff in the United States (1)

53 tetal divect cave staff (average )y
45 cevtified nurse assistants {average);
1t licensed practical nurses (average )

6 registered nurses (average).

hito://www rainmakerlifecare.com/rainmakerassistedtvinaffacts e Loty
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Independent Living Facts

Nursing faeility special care beds in the United States (1)

105,006 iotal special care beds: inchuding
* 65504 Alsheimer beds:

adre AVOS bedsy

4,804 hospice beds:

5.00y ventilator heds:

26,746 other specinl care beds,
Elderly Population in the United States (4)

* The clderly population, ages 65-74 is 7 percent (18,759,000 people) of the
total population:

* The elderly population, ages 75-84 is g percent (11,145,000 people) of the
total population:

* The elderly 85 and older are 1 pereent (3,625,000 people} of the total
population; and

* The total elderly population, aged 65 and older is 13 pereent of the total
population.

http://www rainmakerlifecare.com/rainmakerassistedlivine/frets bem- L mnne
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Rainmaoker Tenants In Conwnon

Rainmaker Managed Living, Y.1.C

Cost Free Retirement

Home

Independent Living Facts

Peich Padah Rainmaker T.L.C. L.L.C.
B I Property Based TIC
the Rainmker T.1.C. pr 0;‘;1 AT A ms.s you t,o Cashed Based TIC
own vour share of the facility vou desirve to live
N Contact Us

in. This is ealled Tenants In Common. [T.L.C.]

The Rainmker T.1.C, program allows you to control the ever vising costs of
retirement care by obviating the high cost of insurance and lawsaits based
upon the unique natare of the Rainmaker Limited Liability Corporation. The
[1.L.C}

e ooy o Rabpmaker Dndependent Living Fay

assisied Hving Saethities?

Independent living facilities are designed 1o assist elderly and retired
persons who ave able to care for themselves exceplt for s few activities. Assisted
living facilities are often deemed necessary when the person in question needs
help preparing meals, bathing, dressing, performing household choves, is
sometimes confused, or is experiencing memory problems. The problem is vou
have no control over your environment and you feel like a prisoner, You are
stuck in one facility vntil you leave there or pass away. When you leave or pass
on your fumily gets nothing. All the hundreds of thousands of doflars you paid
are down the drain.

het

Wi Hatomaker Helbrerment Convmuanities Speeint?

Over the years many people have had encountered various types of less than
tavorable treatiment by different care facility operators, Raiomaker Managed
Care, LLC designs all of the Rainraker Independent Living, Assited Living and

Skilled Nursing Facilities to be top shelf operations. Rainmaker facilities will

L L R R S PP NN O B N R T 2T IO sm e
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Rainmaker Tenants In Common

be the best of the best, When a family hears the word Rainmaker they know
their loved sue will be receiving the best of carve. OQur philosophy is simple.
Lower profit margins created by pruanping dollars back into the facility and
amaenitios meao higher carnings as all oue faeilitics will have wadfing lists and
the increased chientele will move than make up for the lost revenue used to

crenle a top shelf facility,

The hig difference is you are not a
namuless fﬁ(‘(‘i(,‘ﬁﬁ tenant. You are 2
part owner of the facility. You decide
what happens on a day to day basis.

Whean you leave or pass on your

Rainmaker T LLC share reverts

back to Rainmuaker. You are

contractually guaranteed that vou or vour estate will be refunded the unused
portions of vou purchase price up to month number 121, Thereafter the return
is ~o~ but all future care at any level of cave is FREE.

As new Rainmaker facilities open up worldwide you can vacalion at any
facility for free on a space available basis and transfer to any facility on a space

available basis.Pre Need booking saves vou almost 50 pereent,

Rainmaker is a win-win situation for everyone. You retive for free and your

estate keeps vour hard earned assets for your loved ones,

http://www.rainmakerlifecare.com/rainmakerresictadVving froinmsloas b [ alaleety
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Property Based Tenants In Commeoen

Rainmaker Managed Living, L1.C

Cost Free Retirement

Home

Independent Living Facts
Rainmaker T.1.C. L.L.C.
Property Based TIC

Cashed Based TIC
At this time property based TIC {Tenants in Contact Us

Common) ownership requires that vou own
existing property which can be pledged against the purchase of your
Rainmaker Managed Living LLC unit. The carrent Pre Need cost of a studio
unit is $250,000.00 per person. After construction is completed costs may be

as mueh as 25 to 30 percent higher.

ifyou own a property with at least $ 250,000.00 in equity Rainmaker will
execute a management cortract with yvou for the property. Raimmaker will then
place a mortgage agatost the property for $ 250,000,006 which will be used to

pay for your unit subseription in a Rainmaker Facility.

Rainmaker will then place a qualified tenant in your property and munage
the property for as long as vou hold yowr unit. The normal length of most loans
are 1o years, with a 3o vear amortization and a full balance ballon payment at
the final payment.

I the tenant defaults Rainmaker picks up the payvments until a new tenant is
found,

NOTE: UNIT PRICES SUBJECT TO CHANGE WITHOUT NOTICE.

http://www rainmakerlifecare com/rainmakerassistediivino/mronerty-heead sin banm C NG
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Cash Based Tenawts In Common

Rainmaker Managed Living, LLC

Cost Free Retirement

Home

Independent Living Facts

oty oot BB g
B T Rainmaker T.1.C. L.L.C.
i 0 ! sel Property Based TIC
ainmaker Facilities offer a special selection
Rainmaker Facilities offe .1 ; pe cetion Cashed Based TIC
package of studio suite amenities when the
) Contact Us

subscriber LCCM books a facility OPTION
SUBSCRIPTION prior to the facility coming into the Rainmaker portfolio.
Rainmaker will at tiimes oplion propertics and determine if the market
supports the property purchase.

These special option subscriptions ave held in an attorneys trust account
pending closing on the property. Upon closing the property transfers o
Rainmaker and the subscriber who then takes possession. If the facility option
is relinquished the subseriber may assign his or her subscription option to
another operational facility, a future facility, future option purchase or elect to
receive a FULL REFUND at the subscribers sole discretion.

At this time, cash based TIC {Tenants in Common)} ownership requires that
you have cash available te pay for vou unit subseription. The curent cost of a
unit is $250,000.00 per person. Pre Need booking is encouraged which will
save you 25 o 50 percent of the costs you will encounter if vou book after the
facility is completed.

You pay $ 250,000.00 which will be used to pay for your unit subseription in
a Rainmaker Facility. You receive the same benefils as property subscribers
under the same 121 month draw contract terms and conditions.

UNEEPRICES SUBJECT TO CHANGE WITHOQUITT NOT,

CE

htto:/fwww rainmakerlifecare.com/rainmakerassistedliving/cash-based-tic.htm 6/9/2005
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Rainmaker Managed Living, LLC

Cost Free Retirement

Lonitach Kt aenees

Home
Independent Living Facts
Rainmaker T.1.C. L.L.C.

Marages

Commuents:

116 W, 231d Street

Suite 500

New York, NY 10013
Telephone: (646)375-2348
Faesimile (646) g375-2235

E-Mail sidlevinezoos@aol.com

Fiwing, P Property Based TIC
Cashed Based TIC
Contact Ut
Contact Us onee 2
Name:
Email:

Rainmaker Managed Living LLC

htto://www.rainmakerlifecare com/rainmakerassistedliving/contact. htm
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RAINMAKER REALTY PARTNERS - Assisted & Adult Living Facilitics

Pamiiaher Puct anaeebup Sgreviae st [Sufanphion e
Welcome to Rainmaker Managed Living LL«

As you read this program report you will see that the expertise and professional guidance of the
Rainmaker Managed Living LLC Corporate legal staff, gives you a safety net never before experiencs
You will discover that the proven resuits of Rainmaker, coupled with the guaranteed minimum annu
return of 25% interest, paid monthly, allows you to safely put your money to work for you earning ¢
secure, guaranteed rate of return that you will love.

After reading the Rainmaker Program Report you have a limited time opportunity to join Rainmi
and share in the following benefits.

25% Guaranteed Annual interest paid monthly.

Anticipated Rate of Return for the first year of 37%

Anticipated Rate of Return for the second year of 49%

Anticipated Rate of Return for the third year and each year thereafter of 60%
The security of having your investment backed by New York City real estate.
Risk free participation through the Rainmaker LLC.

The ability to redeem your shares at anytime after the partnerships closes.

s 5 a2 8 v v »

1 thank you for your time and consideration of Rainmaker. Please feel free to contact Sid Levine
myself directly at 646-375-2348.

RAINMAKER REALTY PARTNERS |
EQUITY PARTICIPATION PROGRAM
ASSISTED & ADULT LIVING FACILITIES

APRIL 1, 2004

PROJECTIONS

THE PROJECTIONS USED IN THIS STUDY ARE NOT TO E
RELIED UPON BY A PROSPECTIVE PARTNER TO THE
RAINMAKER PROGRAM

Nursing Home Facts

hup:/fwww rainmakerlifecare com/realtypartners/ AIONNNS
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RAINMAKER REALTY PARTNERS - Assisted & Adult Living Facilities

Today, about 1.5 million Americans five in our nation's 17,000 nursing homes and assisted living fac
More than 90 percent of America's nursing home and assisted living residents are over 65, 88 perce
Amaerica’s nursing home and assisted living residents are white. Three out of four nursing home and
assisted living residents are women.

The typical nursing home and assisted living resident is a woman in her 80's, who shows mild forms
memory loss and dementia .Although physically healthy for her age, she needs help with about 4 of
activities of daily living (eating, dressing, bathing, transferring, tolleting).

Over her lifetime, she’s saved about $20,000 for retirement. The average cost of nursing home care
$72,000 per year. She is, therefore, unable to afford the care she needs after six months and will b
forced to rely on Medicaid .

To qualify, she must spend down her assets so they total no more than $2,000. Two out of every th
nursing home residents rely on Medicaid .Every 8 seconds, an American baby boomer (those born
between 1946 and 1964) turns 50. By 2030, one in every five Americans will be a senior citizen.
Americans 85 and older are the faster growing segment of the national population. From 1960-1994
group increased by more than 274 percent. Americans 85 and older are the heaviest users of long-t
health care services. Longevity is expected to rise for all ages. More than 15 percent of Pennsylvani:
residents are 65 or older. Two out of every five Americans will need long-term care at some point in
lives. In 1996, the average cost of a stay in a nursing home was $41,000 per year, it is now $72,00
Only one in four Americans can afford private nursing home care for one year.

The average stay in 1995 for a nursing home resident was 2.3 years. It has been predicte
by 2007, the demand for nursing home beds will exceed the supply.

On average, 9.8 out of 10 beds in certified nursing homes and assisted living centers in America are
occupied. In Pennsylvania, more than 98 percent of beds in certified nursing homes were occupied 1
March 2000.

In 1995, America’s nursing homes were 87 percent full. Most nursing homes (66 percent)
operated for profit and more than half are operated as part of a chain.

Here are the average daily nursing home costs per market for a private room:

Alaska (Statewide), AK $419.80 Lexington, KY $156.20 Akron, OH $17¢€
Birmingham, AL $123.36 Louisville, KY $141.84 Cleveland, OH $184
Montgomery, AL $139.34 New Orleans, LA $128.65 Columbus, OH $182
Little Rock, AR $117.00 Shreveport, LA $95.56 Okliahoma City, OK $137
Phoenix, AZ $173.60 Boston, MA $232.10 Tulsa, OK $14¢€
Tucson, AZ $188.61 Worcester, MA $263.00 Eugene, OR $19¢
Los Angeles, CA $162.27 Baltimore, MD $183.11 Portland, OR $15¢
San Diego, CA $194.46 Silver Spring, MD $176.40 Philadelphia, PA $204
San Francisco, CA $311.96 Brunswick, ME $211.60 Pittsburgh, PA $18¢
Colorado Springs, CO  $151.80 Detroit, M1 $136.97 Scranton, PA $16%
Denver, CO $151.80 Grand Rapids, MI $160.80 Providence, Rl $204
Hartford, CT $273.13 Minneapolis, MN  $184.58 Charleston, SC $13¢
Stamford, CT $331.44 Saint Paul, MN $203.04 Columbia, SC $147
Washington, DC $230.60 Kansas City, MO $120.83 Dell Rapids, SD $127
Witmington, DE $184,54 St. Ltouis, MO $133.21 Memphis, TN $15¢8
Jacksonvilie, FL $150.60 Jackson, MS $124.01 Nashville, TN $182
Miami, FL $194.00 Billings, MT $144.00 Dallas, TX $14¢
Orlando, FL $152.80 Charlotte, NC $160.95 Fort Worth, TX $14¢
Alpharetta, GA $138.07 Raleigh, NC $149.40 Houston, TX $13¢

hitp://www rainmakerlifecare com/realtvoartners/ cpmeng
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Atlanta, GA $155.83 Fargo, ND $187.43 Salt Lake City, UT  $137
Honolulu, HI $215.16 Omaha, NE $205.00 Arlington, VA $21¢
Des Moines, IA $224.80 Manchester, NH  $207.20 Richmond, VA $17¢
Boise, ID $160.00 Bridgewater, N3 $222.00 Rutiand, VT $197
Chicago, IL $171.53 Cherry Hilt, NJ $248.94 Seattle, WA $18t
Highland Park, 1L $186.07 Albuguerque, NM  $189.15 Spokane, WA $174
Peoria, 1L $166.60 Las Vegas, NV $158.70 Madison, WI $18¢4
Fort Wayne, IN $168.20 *New York, NY $345.50 Milwaukee, WI $18¢
Indianapolis, IN $164.75 Rochester, NY $234.82 Martinsburg, WV $164
Wichita, KS $127.43 Syracuse, NY $230.19 Worland, WY $141

AVERAGE: $181.24 ($5,618.44 Per Month)

* RAINMAKER'S BASE OF OPERATIONS MARKET

ElderWeb.com Newsletter
August 23, 2000

The following is taken from the ElderWeb.Com newsletter a respected authority on elder ¢
You will see there figures are remarkably similar to the Rainmaker Study.

The average cost of a nursing home stay in the United States is $153 per day, (Rainmakers study sl
the figure is actually $181.24) but there are large variations from metropolitan area to metropolitan
according to a recent market study released by the MetlLife Mature Market Institute. Manhattan is tt
costliest at $295 per day (Rainmakers study shows the figure is actually $345.50) for a private roor
while the Hibbing, Minnesota area is the lowest at $90. The study found that the cost of a home hez
care aide was $16 per hour nationally. Home health care is most expensive in Hartford, CT at $24 p
hour and least expensive in San Antonio, TX at $12 per hour. The report includes average daily nur:
home costs and hourly home health care aide costs for various cities throughout the country,

RAINMAKER REALTY PARTNERS ASSISTED LIVING CENTER PROJECTIONS FOR THE RAINMAKER
FACILITIES IN NEW YORK CITY. THESE ARE MINIMUM AMOUNTS:

Supervised
Independence RAINMAKER STANDARD PACKAGE "A"
$4,500.00

Minimal
Assistance RAINMAKER STANDARD PACKAGE "B"
$4,750.00

Moderate
Assistance RAINMAKER STANDARD PACKAGE "C"
$5,000.00

Extensive RAINMAKER STANDARD PACKAGE "D"
Assistance

htupi/fwww rainmakerlifecare.com/realtvpartners/ alalelaty
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$5,250.00
Total

Assistance RAINMAKER STANDARD PACKAGE "E”
$5,500.00

THE FIGURES STATED ABOVE ARE FOR ?ASSISTED LIVING?. THE FIGURES INCREASE GREATLY ¥
TOTAL NURSING CARE IS FACTORED IN.

Long-term care is a range of custodial, social and medical services provided to those who can no lor

live independently. They may need the care because of iliness, accident, injury or aging.

There are two reasons to need long-term care (LTC):

1) You have cognitive impairment (mental impairment with a physical cause, such as Alzheimer's,
Parkinson's, stroke or head injury) and need someone to supervise you; or

2) You need assistance with "Activities of Daily Living" (ADLs). There are six ADLs: Bathing, contine
dressing, eating, toileting, and transferring. Transferring means getting in and out of a bed or chair.

Long-term care is different from "acute care." Acute care is health care. It is received from a doctor
hospital because of iliness, disease or injury. The goal is to cure. Health insurance pays for acute ca

The objective of LTC is "caring rather than curing.” Most people needing long-term care need it for t
rest of their lives.

95% of LTC is "custodial care.” Custodial care includes assistance with Activities of Daily Living and
supervision needed by those with cognitive impairment. Not all long-term care is custodial but all
custodial care is long-term care.

Custodial care also includes homemaker services (cooking, cleaning), chores (fixing your house, mo
your lawn}, companionship, help with medications and other services.

Non-custodial care is usually skilled care, provided by nurses and speech, physical and respiratory
therapists.

Long-term care is provided in homes, assisted living facilities, aduit day care facilities, hospices and
nursing homes.

1t is not just the elderly who need LTC: 40% who need assistance at home and 10% of nursing homr
residents are under 65.

There are two ways to pay for LTC:
1. Out of assets or income

There are many problems with this strategy. You need to be rich to afford the costs. Even then, it p
you at risk of exhausting your funds. It puts your spouse at risk if there is not enough for both of yc

hitny/fwww.rainmakerlifecare com/realtvoartmers/ G I0ANNG
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reduces what you can leave to your heirs.
2. Medicaid

Medicaid is a government welfare program that pays LTC expenses for poor people. If you are poor,
is your best option.

There are many downsides to Medicaid. Medicald funded LTC is hard to find, Both spouses must be
impoverished before Medicaid will pay.

Nursing facility providers in the United States(1)

1,813,665 total nursing facility beds;

16,995 total nursing facilities;

13 percent of facilities are hospital-based;

52 percent of facilities are part of a chain ("Chain® facilities are owned or leased by a multi-fac
organization. The remaining facilities are individually owned and operated);

» 107 facility bed size (average); .

* 83 percent nursing facility occupancy rate.

. o 0

Nursing facility ownership in the United States (1)

e 66 percent for profit;
« 27 percent not-for-profit;
e 7 percent government.

Nursing facility direct care staff in the United States (1)

53 total direct care staff (average);

35 certified nurse assistants (average);
11 licensed practical nurses (average);
6 registered nurses (average).

* & o

Nursing facility reimbursement in the United States (1)

« 8 percent Medicare;
+« 68 percent Medicaid;
e 23 percent private pay.

Nursing facility special care beds in the United States (1)

« 105,066 total special care beds; including
e« 65,304 Alzheimer beds;

e 3,013 AIDS beds;

s 4,304 hospice beds;

« 5,699 ventilator beds;

hitp://www rainmakerlifecare.comyrealtvpartners/ &I0ANS
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s 26,746 other special care beds.

Eiderly Population in the United States (4)

+ The elderly population, ages 65-74 is 7 percent (18,755,000 people) of the total population;
s The elderly population, ages 75-84 is 4 percent {11,145,000 people) of the total population;
s+ The elderly 85 and older are 1 percent (3,625,000 people) of the total population; and

« The total elderly population, aged 65 and older is 13 percent of the total population.

WHAT IS RAINMAKER ASSISTED LIVING?

Rainmaker Assisted living facilities are for people needing assistance with Activities of Daily Living (;
but wishing to live as independently as possible for as long as possible. Assisted living exists to brid
gap between independent living and nursing homes. Residents in assisted living centers are not abl
live by themselves but do not require constant care either. Assisted living facilities offer help with Al
such as eating, bathing, dressing, laundry, housekeeping, and assistance with medications. Many fa
also have centers for medical care; however, the care offered may not be as intensive or available t
residents as the care offered at a nursing home. Assisted living is not an alternative to a nursing ho
but an intermediate level of long-term care appropriate for many seniors,

Most assisted living facilities create a service plan for each individual resident upon admission. The ¢
plan details the personalized services required by the resident and guaranteed by the facility, The pi
updated regularly to assure that the resident receives the appropriate care as his or her condition
changes.

Rainmaker was created to fill the pressing need for ADLs specifically designed for medicare clients.

The term used for assisted living facilities differs across the country. Other common terms for these
facilities include:

Residential care

Personal care

Adult congregate living care
Board and care

Domiciliary care

Adult living facilities
Supported care

Enhanced care

Community based retirement facilities
Adult foster care

Adult homes

Sheltered housing
Retirement residences

® & 5 ® & 5 5 5 8 5 & 8 e

Assisted living is the generic term used across the country.

htto://www rainmakerlifecare.com/realtvnartners/ [y
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How Does a Rainmaker Assisted Living Facility Differ fron
Nursing Home?

Nursing homes are designed to care for very frail people that are not able to care for themselves an
have numerous health care requirements, Assisted living facilities are designed to assist elderly per:
who are able to care for themselves except for a few activities. Assisted living facilities are often dec
necessary when the person in guestion needs help preparing meals, bathing, dressing, performing
household chores, is sometimes confused, or is experiencing memory problems.

Why are Rainmaker Retirement Communities Special?

Over the years many people have had encountered various types of less than favorable treatment b
different care facility operators. Rainmaker designs all facilities to be a top shelf operations. Rainma
facilities will be the best of the best. When a family hears the word Rainmaker they know their fove(
will be receiving the best of care. Our philosophy is simple. Lower profit margins created by pumpin
dollars back into the facility and amenities mean higher earnings as all our facilities will have waitin
and the increased clientele will more than make up for the lost revenue used to create a top shelf fz

RAINMAKER COST BREAKDOWNS AND PROFIT
PROJECTION

In this report you have read that average cost of a bed in New York ,New York, is $345.50 per ¢
New York city is RAINMAKERS BASE OF OPERATIONS MARKET.

It is the plan of Rainmaker realty partners to offer assisted living in facilities of less than
beds. Our Rainmaker Assisted Living centers will be in boutique style private homes or ho
style facilities of 12 to 25 clients.

Rainmaker will charge a minimum of $ 4,500.00 per month. Contract medical care will als
provided. The average costs per month to service the client?s needs is 65% ( $ 2,925.00
profit will be 35% ( $ 1,575.00 ) The return on the 12 bed facility will be ( $ 18,900.00) p
meonth.

The partnership is based upon 100,000 square feet. We anticipate a minimum of 300 clier
that amount of square footage depending on the size of each boutique facility we locate. ]
are correct and we obtain 300 clients at a monthly profit rate of $ 1,575.00 the return wil
472,500.00 per month.

Interest of 25% wiil be paid monthly and quarterly distributions as described in the prog:
report will be made pursuant to the amount of partners in the program.

Thank you for your consideration of Rainmaker Realty Partners.
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RAINMAKER FACTS

Let's face it, real estate investing is very profitable, especially in the New York City real estate market. Rainmaker
Realty Partners takes the headaches out of real estate ownership with a skifled staff of experts who do not make
any money unless you make money.

Rainmaker Really Partners invests primarily in real estate and real estate related assets in the five {5) boroughs
of New York City and the tri-state area of New York, Connecticut, and New Jersey

Why invest with Rainmaker Realty Pariners?

Rainmaker Realty Partners locate and inspect the properties,

Rainmaker Realty Partners professional management team handles all the financial and legal concerns,
No mortgage payments and no managerial responsibilities.

Long term capital growth from high value property in the New York City market.

Rainmaker Realty Partners guarantees a minimum 25% annual rate of return,

Rainmaker Realty Pariners works to minimize risks and maximize profits,

. e 5 0 00

Rainmaker Realty Pariners seeks to obtain favorabie returns for our partners by tapping into potential real estate
opportunities. Record low interest rates and gains in the New York City real estate market have caused
investment activity to blossom in 2003. Urban renewal has encouraged new construction and the renovation of
existing real estate. The red hot Manhattan real estate market is expected to continue this positive trend into
2004, and beyond. Manhattan based Rainmaker Reafty Partners knows how 1o tap this red hot rea! estate market!

Real estate investments are less volatile and risky than most common stocks and bonds, and they provide
excelient portfolio diversification. Recent developments in the past three years resulted in a depressed market in
Manhattan real estate. Now the Market is coming back strong. Rental and sale square footage rates are rising
daily.

If you are interested in becoming part of a safe and secure equity participation ownership interest in valuable
Manhattan commercial and residential real estate, now is the time to take action with Rainmaker Realty Partners.
Contact Rainmaker today at 646-375-2348,

RAINMAKER REALTY PARTNERS
ADDENDUM TO PARTNERSHIP REPORT
REGARDING IRA CONTRIBUTIONS.

Date: 41104

Subject: IRA Contributions

Program: April 1, 2004; Closed

Applicability: May 1, 2004; Closed
June 1, 2004; Ciosed
July 1, 2004; Open
August 1, 2004; Pending

September 1, 2004; Pending

htto://www rainmakerlifecare.com/realtvoariners/rainmaker facts htm AGIINNS
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The following material addresses the applicability of the Rainmaker Real Estate
Partners series of program to pariners who utilize IRA funds. All Rainmaker
Programs are Tenancy-in-Common programs better known as equity
participation agreements.

Tenancy-in-Common Ownership. In this form of ownership, each of two or more people have an undivided
interest in a property, without the right to survivorship. In other words, upon each partner’'s death, his share will go
to the person designated in his will rather than the other pariners. Because each person’s interest, or share, is
undivided, each can sell his share at any time without the consent or agreement of the others.

Tenancy-in-common is an arrangement, which allows you to buy a property together, with each person putting in
the amount of money he or she has available. Each will own a certain percentage of the property. Then, as time
goes on, each will get a proportionate share of the annual income and, ultimately, a share of the sale profits
based on the ownership percentage.

Tenancy-in-common ownership also allows you to use both IRA funds and discretionary funds to buy a single
investment. For instance, if your savings are adequate, you can buy part of the property with your savings, and
part of it with your IBA. In another scenario, you can buy an interest in the desired property with your IRA, and
friends and family can buy interests with their discretionary funds. This method is totally legal.

The tenants-in-common arrangement allows each of you to invest the amount of money you have available,
rather than a prescribed share; and will allow the participation of disqualified individuals without risking a
prohibited transaction. There will be no debt, the tenants will pay all the expenses, and the assisted living tenants
will have lifetime occupancy. Furman Realty collects and disburse the rents to the owner.

The attorney draws title or the master lease as tenants-in-common, completes the IRA administrator's paperwork,
and sends it on to the title insurance company. Then money is sent to the seller, or lessar and title or occupancy
right then passes to the individual “tenants” based on the percentage of ownership purchased by each one. Your
IRA and those members who used discretionary funds start receiving an annual return of 25 percent.

Risks & Indemnification

The value of your investment in Rainmaker Really Partners wili go up and down based on the value of the
Account’s assets and the income the assets generate. The potential risk associated with Rainmaker Realty
Partners is moderate. You can lose money by investing in Rainmaker Reaity Partners. Rainmaker Realty Partners
assets and income (particularly its real estate assets and rental income) can be affected by many factors, and you
should consider the specific risks presented below before becoming an equity participation co-partner in
Rainmaker Realty Partners.

NOTE: Your risk is limited to the value of your units. All other risk is assumed by the Managing Partner,
the Furman Law Firm and you are indemnified from any additional risk by the managing partner who wiil
defend you free of charge in the event of a court or arbitration challenge and pay any award from Furman
Funds on your behalf.

IRA ADMINISTRATION FEES

Rainmaker Rga!ty Pariners pays any administration fee so long as the partner agress 1o retain the unit for one ()
full year. Additional annual fees carry the same one full year caveat. Early withdrawal will result in the deduction
of any fees advanced from the final settlement.

!
|
!
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Welcome to Rainmaker

My name is Alireza Dilmaghani, Esquire, General Counsel for the Corporate In House Legal
Departmeni @t Rainmaker Managed Living, LLC in New York City. [ am the managing partner for the
Rainmaker programs.This program closed out as all of the available units were sold as of April 1, 2005.
The program remains on the web site to allow you to see the benefits of becoming a Rainmaker
Subscriber and demonstrate how the new Rainmaker Mortgage programs will be paid off

[ am pleased to announce that even though this program is closed there are available at this time a small
amount of QUEST units which have been partially redeemed by a large pension client which are
available in fump sum lots. Please call 1.J. Conway today at 310-831-7700 or 310-367-8888 if you have
interest in these lump sum redeerned units, as they will not last long.

As you read this report you will see that the expertise and professionalism of Rainmaker Managed
Living, LL.C, which manages the Rainmaker Programs gives you a safety net never before experienced
and a high yield real estate investment not often found. You will discover that the proven results of
Rainmaker and its highly specialized highbred general partnerships are a safe and secure harbor for
investment capital. With a guaranteed annual return of 25% annual interest, paid monthly and guarterly
distributions of net profits, you will quickly see why Rainmaker is an exceptionally wise investment
secured by multimillion dollar commercial real estate.

Rainmaker’s Legal staff has solid management skills and real estate savvy that come from a combined
total of more than 30 years experience i real estate law as applied to the assisted living industry.

After reading the Rainmaker Program you will have an opportunity to put your money to work in a safe
investment secured by real estate with an exceptional above average yield.

25% Guaranteed Annual interest, paid the 15! of each month.

Anticipated Rate of Return for the first year with 2 properties and quarterly profit share 37%
Anticipated Rate of Return for the second year with 4 properties 49%

Aanticipated Rate of Return in the third year and each year thereafter with 6 properties 61%
(Above return is predicated upon all properties being up and running and a 1000 bed capacity
having been attained)

The security of having your investment backed by multimillien dollar commercial real estate
properties in the New York City and Southern California, market that are owned by your

partnership.

Risk free participation through the Rainmaker LLC, A limited liability corporation which
controls the general partnership and fully shields you from all lability concerns.

Having the wisdom and guidance of an experienced legal tear at the helm to manage and direct
your investment capital.

Rainmaker Facts

bty /fwww rainmekerlifapors rpfrpabtunortnase fealomsnlror samnet ki S oevamen s
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Let's face it real estate investng 1s very profitable. especially in the New York City and Southemn
California real estate markel. Ruinmaker Realty Parmers takes the headaches out of real estate
ownership with a skilled staff of experts who do not make any money unless you make money.

Why Invest with Rainmaker Realty Partners
Rainmaker Realty Partners locate and inspect the properties.
Rainmaker Realty Partners professional management team handles all the financial and legal concerns.
No mortgage payments and no managerial responsibilities.

Long term capital growth from high value property in the New York City and Southern California real
estate markets.

Rainmaker Realty Partners guarantees a minimum 25% annual rate of return paid monthly.
Rainmaker Realty Partners works to minimize risks and maximize profits.

Rainmaker Realty Partners seeks to obtain favorable returns for our partners by tapping into potential
real estate opportunities. Record low interest rates, especially in the New York and California markets
has caused investment activity to blossom.

Real estate investments are less volatile and risky than most common stocks and bonds, and they
provide excellent portfolio diversification. Recent developments in the past three vears resulted in a
great real estate market in Manhattan property. Now, market growth is accelerating even faster that
interest rates are going up. Rental and sale square footage rates are rising daily.

If you are interested in beconting part of a safe and secure equity participation ownership interest in
valuable New York City and Southern California commercial and residential real estate, there could not
be a better time to become a partner in a winning program.

Rain Makers Projections*

It is the plan of Rainmaker realty partners to create assisted and adult living facilities of 100 beds or
more. Rainmaker Assisted and Adult Living centers will be managed living facilities of 100 to 250 plus
Residents.

Rainmaker Assisted Living will have a rate card minimum of $4,500.00 per month (except in certain
startup phases wherein “temporary 3 to 12 month reduced rates may be offered to fill a facility).
Contract medical care will also be provided. The average costs per month to service the client’s needs
are 65% ($2,925.00). The profit will be 35% ($1,575.00) the return on the average 100 bed facility will
be ($157,500) per month, Rainmaker Adult living will have a rate card lower in cost than other assisted
living units elsewhere as the level of care and staff needs are much less than assisted Iiving requires,
however the percentage of profit margin will be much greater using the Rainmaker marketing
program and unique client acquisition method which is unique to the industry. Clients are permitted
to purchase lifetime leases on units in any facility by the utilization of cash or a real estate equity
transfer of $ 250,000.00 from their property to the Rainmaker Managed Living, LLC. This money is
then used as cross collateral to secure other income producing real estate projects. In a proof of

hitpi//www.rainmakerlifecare.convrealtvpartng=e/rsinreken =pmnet bam- Y et
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concept project in Belle Harbor New York our first 16 bed facility had 1270 applications for residence
in less than one week.

The partnership is based upon 100,000 square feet. We will have a maximum of 1000 clients in that
amount of square footage depending on the size of each boutique {acility we locate. Over the next three
years or sooner, we will obtain 1000 clients at a monthly profit rate of $1,575.00 per bed and a return of
$ 1.575,000.00 per month to the partnership, net, When these numbers are achieved the projected three
year net of 61% return per year will be met or possibly exceeded.

PROFIT DISTRIBUTION MIX & BONUS UNITS

The program report infra, at page 10 describes anticipated partnership profits of 37% to 60%
between the First and Third year of operation. These percentages are based upon cash flow from
the 100,000 square feet and/or 1000 beds which will be owned by the partnership(s) series.
However, the managers of the Rainmaker Partnership after attaining the 1000 bed maximum will
also be engaged in opening additional facilities which will not be owned by the partnership. These
additional beds will be used to guarantee the above projected returns for the period the
partnership is in operation. The guarantee is formulated at the first year minimum of 37% to the
maximum of 60% for the third year forward with deduction of the foundational 25% interest
guarantee. The difference between the 25% guarantee and the first year 37%, (12% derivative)
second year 49% (24% derivative) and third year and thereafter 60% (35% derivative) will be
guaranteed by the managing partners bed space overage profits beyond the 1000 bed maximum.

Annual minimwn guaranteed interest of 25% will be paid monthly and quarterly distributions as
described in the program report will be made pursuant to the amount of partners in the program.

Projections are based upon research conducted on similar facilities and are used as reasonable and
calculated predictable returns but can in any way be assured.

Rainmaker Realty Services.

Construction and Development:

Rainmaker Realty Companies National Development Services team has experience conducting market
research, site selection, and development work nationwide. We have working knowledge of available
sites, local ordinances, and development standards, and have established key contacts and resources in
all major cities in any of the fifty states and overseas.

Rainmaker Realty Companies’ National Development Services are performed from our well-positioned
national office in New York City in the heart of the nation’s capital markets, to effectively service our
clients' needs over a national geographic area.

Rainmaker Realty Companies’ offers a unique, proven business process for successfully developing new
facilities for clients with real estate needs in multiple markets. Rainmaker Realty Companies' caters (o
companies with aggressive development goals. These companies appreciate Rainmaker Realty
Companies’ ability to handie each aspect of the development process including market and site research.
site acquisition, finance, due diligence, design. construction, fixture installation. property management.
and maintenance.

http://www rainmakerlifecare.com/realtypartners/rainmaker report.htm AIQIINNS
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Brokerage - Land or Building Acquisition

Property sales. Residential, Commercial & Industrial Leasing, Equity Participation, Site Selection.
Contract Negotiation, Closing Coordination, Financial Analysis, Site Planning , Approvals & Permits.
Full service mortgage department, In house finance unit for raising funds in capital markets public &

private, Mezzanine financing, Bridge loans, Wraps and 1031 exchanges. Rainmaker is a full service real
estate and development company.

RAINMAKER REALTY PARTNERS I
EQUITY PARTICIPATION PROGRAM
ASSISTED & ADULT LIVING FACILITIES

IRA SUBSCRIBERS MUST USE RAINMAKER MANAGED CARE L1.C DOCUMENTS

April 1, 2004 PART "G" NYCAL

REVISED FEBRUARY 17 2005

This program describes Rainmaker Realty Partners, equity Participation Program offered by
Rainmaker Realty of New York, New York.

1000 Units at $1,000.00 Per Unit. Ten Unit Minimum ($10,000.00) TOTAL OFFERING
$1,000,000.00 ONE MILLION DOLLARS (PER SERIES) Units denominated in Basis Points.

Raipmaker Realty Partmers I, April 1, 2004, NYCAL PROGRAM, IS A TENANCY IN
COMMON PARTNERSHIP WHICH WILL INVEST ONLY IN REAL ESTATE AND REAL
ESTATE RELATED ASSETS IN THE STATE(S) OF NEW YORK AND CALIFORNIA.

REGISTRATION WITH
STATE OR FEDERAL SECURITIES AGENCY

The Equity participation program described herein is not considered a public offering or a private
offering of securities or a limited partnership exempt from registration under any State or Federal
securities act as the Equity Participants who become co-owners of any rights to any property
purchased, leased or lease-held by Rainmaker Realty Partners are co-owners with full control over
any property purchased, leased or lease-held by Rainmaker Realty Partners. It is the opinion of the
managing partner for Rainmaker Realty Group that based upon all co-owners having full control
and equal voting rights as te acceptance or rejection by the majority (more than 50.1 percent of
the partners) of any property proposed for purchase, lease or lease-hold, that such full rights
make the co-owner a controlling general partner under the laws of all fifty (50) states and render
any such registration under any security act non-applicable as Rainmaker Realty Partners is a
general partnership not a trust, limited partnership, investment, stock offering or note offering.

Rainmaker Realty Partners will invest in commercial real estate primarily in New York City, Los
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Angeles, San Diego, and Santa Barbara, California. It is anticipated that all California property
will either be outright purchase or 30 year triple net leases in most cases.

Rainmaker Realty Partners seeks to acquire and operate commercial adult managed living,
assisted living and adult living properties and, including without limitation, office buildings,
shopping centers, business and industrial parks and other commercial and industrial properties,
or businesses through outright purchase or leasehold.

Rainmaker Realty Partners will purchase or obtain leaseholds fo properties that are under
construction or development, are newly constructed, or have been constructed and have operating
histories. All such properties may be acquired, developed and operated by Rainmaker Realty
Partners, either alone or jointly with anether party.

Rainmaker Realty Partners, at this time is structured to enter into joint general partnership
ventures for the acquisition and/or control of individual properties with tenancy in common
projects for each individual property sponsored by the Managing Partner and its affiliates.

THE PARTNERSHIP

Rainmaker Realty Partners 1, April 1, 2004, NYCAL Program is an individual tenancy in common
partnership and the partners herein are not partners in any other Rainmaker Realty Partners property
other than the seven series described infra. Each equity participation program managed by Rainmaker
Realty Partners is identified by a Roman Numeral and date. The partnership you are currently
considering joining as a partner is Rainmaker Realty Partners I, April 1 2004, NYCAL Program, which
is a newly created general partnership formed pursuant to the laws of the State of New York to acquire
control of and operate adult managed living and assisted living facilities and other businesses within the
properties controlled by the partnership. In addition to the opening offering a [A], [B], [C], [D1. {E], {F]
and {G] series of secondary offerings, totaling seven (7) parts. The partnership also participates under
similar conditions as those contained in this program report in the Rainmaker Managed Living, LLC, a
program designed 1o service the needs of LR.A. and Keogh Plan partners, which makes a total of eight
series of offerings. You will receive income from all eight (8) series of the April 1, 2004, programs.

As of the date of this partnership report, the partmership made offers which have been accepted on 2
properties that are awaiting a purchase vote of 51% by all current partners. The existing Belle Harbor
property will be sold in conjunction with the purchase of the first larger property. The partnership is
engage in final negotiations for various other high quality properties, however, properties under
consideration have at present have yet to be closed upon or master leased at this time pending parters
approval. All six properties have not been identified at this time so the partnership is a “BLIND POOL”.

WHAT IS RAINMAKER ADULT MANAGED LIVING?

Rainmaker Adult Living is for people who do not need any assistance and are considered general public
tenants. These clients are general tenancy clients who either rent space from Rainmaker at prevailing
rental rates or participate as owners through tenancy in common agreements.

WHAT IS RAINMAKER ASSISTED & ADULT LIVING?

Rainmaker Assisted living facilities are for people needing assistance with Activities of Daily Living
(ADL) but wishing to live as independently as possible for as long as possible. Assisted living exists to
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bridge the gap between independent living and nursing homes. Residents in assisted living centers are
not able to Hve by themselves but do not require constant care either. Assisted living facilities offer help
with ADL such as eating, bathing, dressing, laundry, housekeeping. and assistance with medications.
Many facilities also have centers for medical care: however, the care offered may not be as intensive or
available to residents as the care offered at a nursing home. Assisted living is not an altemative 1o 2
nursing home, but an intermediate level of long-term care appropriate for many seniors.

Most assisted living facilities create a service plan for cach individual resident upon admission. The
service plan details the personalized services required by the resident and guaranteed by the facility. The
plan is updated regularly to assure that the resident receives the appropriate care as his or her condition
changes. Rainmaker was created to fill the pressing need for Adult living space and ADL in the New
York City and Southern California area.

The term used for assisted living facilities differs across the country. Other common terms for these
facilities include:

Residential care Personal care

Adult congregate living care Board and care
Domiciliary care Adult living facilities

Supported care Enhanced care

Community based retirement facilities Adult foster care
Adult homes Sheltered housing

Retirement residences

Assisted living is the generic term used across the country.
How Does a Rainmaker Assisted Living Facility

Differ from a Nursing Home?

Nursing homes are designed to care for very frail people that are not able to care for themselves and
have numerous health care requirements. Assisted living facilities are designed to assist elderly persons
who are able to care for themselves except for a few activities. Assisted living facilities are often
decmed necessary when the person in question needs help preparing meals, bathing, dressing,
performing household chores, is sometimes confused. or is experiencing memory problems.

Why is Rainmaker Retirement Communities Special?

Over the years many people have encountered various types of less than favorable treatment by different
care facility operators. Rainmaker designs all facilities to be top shelf operations. Rainmaker facilities
will be the best of the best. When a family hears the word Rainmaker they know their loved one will be
receiving the best of care. Our philosophy is simple: Redirect profits back into each facility assuring an
exquisite atmosphere in each room along with devoted and affectionate care professionals, Our goal is to
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have the finest {acilitics and amenities at each location. All our facilities will have waiting lists and the
increased clientele because of the reputation created by Rainmaker's attention to the smallest details and
our very unique marketing plan. Our main mission is to develop, construct and manage senior living
communities with an emphasis on quality. to be a caring organization that provides friendly
communities and services for Senior Adults which foster the physical. mental, social and spiritual well-
being of each resident.

Rainmaker Managed Care ... The best of the best.
PARTNERS VESTED INTEREST

As each series closes [A), IBLICLIDLIE] [F} and [G] partners in all secondary series [A], [BLICLID].
[E] {F] and [G] will receive income from all properties, no matter what series the property may have
closed within, as to monthly return and profit sharing. However, based upon the fact that each series will
close at different times not all partners’ names will be recorded on every partnership as many partners
will join after early properties have already closed. In such case late joining partners will be vested in
early properties by virtue of the overall interest held by each and every partner in the individual
umbrella Rainmaker Managed Living, LLC, (for “New York™ or “California” or “FUTURE LLC’S IN
ANY OF THE OTHER 48 STATES) parent limited liability entity.

DISTRIBUTION OF PROCEEDS
MONTHLY

Each unit holder shall receive 25% per annum simple interest based upon the following per unit formula,
Each unit is valued at $1,000.00. Simple annual interest is $250.00 annually on each unit. The monthly
amount of simple interest shall be $20.83 per month until the property is sold. Upon sale, the proceeds
shall be distributed as follows.

QUARTERLY

All profits in Rainmaker Realty Partners, April 1, 2004 will be distributed on the first business day of

each quarter April 1%; July 1% October, 1%, and December 31°%. Profits are calculated as being all sums
of money in the Rainmaker Realty Partners liquid cash bank account or liquid securities (non property
related). Distribution will be 75% of the money in those accounts. 25% will be retained for future
operating expenses and acquisitions.

The proceeds shall be distributed after all expenses are paid and the managing partner receives and
amount equal to 25% of the profits for the managing partners services to Rainmaker Realty Partners,
April 1, 2004. The remaining 75% of cash available will be distributed on the dates set forth supra based
upon the number of units outstanding divided equally into the balance of cash available,

IT IS ANTICIPATED THAT THE OVERALL MIX OF DISTRIBUTIONS FROM PROCEEDS
ACCORDING TO THE MANAGING PARTNERS PLAN WILL RESULT IN AN
APPROXIMATE 60% RETURN ANNUALLY AFTER YEAR 3. AT THAT POINT YOU WILL
RECEIVE 60% EACH YEAR THEREAFTER AS LONG AS YOU ARE IN THE
PARTNERSHIP. (PROJECTIONS BASED ON MAXIMUM PARTRNERSHIP CAPACITY OF 1009 BEDS)

http://www.rainmakerlifecare com/realtypartners/rainmaker repot ke L1 mnng



294

WHO IS THE MANAGING PARTNER?
The Rainmaker programs are managed by Rainmaker Managed Living, LLC.

Rainmaker Managed Living, LLC is Jocated at 116 W, 237 Street, corner of Sixth Avenue, New York.
NY 10011,

HOW EQUITY PARTICIPATION WORKS

GOLD CERTIFICATE UNITS

You as an equity co-partner will have the opportunity to evaluate the economic merit of a property
purchase or lease before becoming an equity partner. You will “NOT” rely solely on Rainmaker Realty
Partners judgment and ability to select investments consistent with Rainmaker Realty Partners
investment objective and policies. Partners have a vote in each acquisition. These units are the Gold
Certificate series of partnership units, and do “NOT” qualify for seif-directed IRAs.

BLUE CERTIFICATE UNITS

In the event you are taking funds from a self-directed IRA, you will not have direct control and such
control will be vested in the authority of a trustee appointed by you to adnunister the units or such
authority may be vested in the managing partner. These units are the Blue Certificate series of
partnership units, and are fully qualified for self-directed IRAs. Please see the Rainmaker Managed
Living LLC program report for further details.

MAJORITY EQUITY CO-PARTNER VOTER RULES

Rainmaker Realty Partners will select property or properties as they become available. The managing
partoer will e-mail you a description of the property, the terms upon which any interest in the property
will be acquired, and photos and valuation documents to each and every equity co-partner. Each partner
will vote for or against acquisition or sale of any interest in any property. These voting rights are not
vested in BLUE CERTIFICATE holders who must act through a third party for IRA qualification
purposes. Please see the Rainmaker Managed Living LLC program report for further details.

Your decision to acquire an equity participation unit(s) as a result of reading this partnership report is
not a positive vote by you for acquisition of any property. Acquisitions by purchase, option or leasehold
will be made as the operation progresses and the majority of those holders of partnerships units who are
on account at the time of the proposed acquisition shall vote for such acquisition and partners joining the
partnership at a later date shall be bound by any agreed upon purchase, option or leasehold prior to the
partners joining the partnership.

Rainmaker Partners enjoy secured returns. As a Rainmaker Partner your partnership interest is secured
by leaseholds or ownership of prime multimillion dollar commercial and residential Real Estate.
Minimum guaranteed rate of return is 25% annually, paid monthly. You will receive a minimum of
$20.83 on the first of each month for each $1000.00 invested. Anticipated rate of return for the first year
is projected to be 37% with two projects operational and fully leased. Second year returns based on 4
facilities fully occupied will be 49% and the third year with 1000 beds leased will be 60%. At the end of
the third year, your returns will cap at this point with no escalation after that. You will earn 60% each
year thereafter as long as you remain in the partnership.(See: Profit Distribution Mix/Bonus Units at

bttp://www rainmakerlifecare.com/realtypartners/rainmaker =ennrt bee & anac



295
Page 3 infra)
Rainmaker Realty Partners

Overall Objectives and Strategy

Investment Objective: Rainmaker Realty Partners I, April 1 2004, NYCAL Program secks favorable
long-term returns primarily through rental income and appreciation of real estate investments owned by
Rainmaker Realty Partners.

Investment Strategy: Rainmaker Realty Partners I, April 1 2004, NYCAL Program seeks to invest 100
percent of its assets directly in real estate, commercial ventures, assisted living centers and real estate-
related investments. Rainmaker Realty Partners principal strategy is to purchase direct ownexship or
feasehold interests in income-producing real estate, such as office, industrial, retail, commercial ventures
and multi-family residential properties. Rainmaker Realty Partners I, April 1 2004, NYCAL. Program
will also invest in other real estate or real estate-related investments.

Rainmaker Realty Partners I, April 1 2004, NYCAL Program will “NOT” invest the funds held in
escrow in any non-U.S, Government securities, money market instruments and other cash
equivalents. All funds are held in an attorney’s trust account for use in partnership real estate
related activities only.

RAINMAKER REALTY PARTNERS GENERAL USE OF
PROCEEDS

DEPENDING UPON THE PARTICULAR PROPERTY IN

YOU’RE PARTNERSHIP, THE FOLLOWING

GENERAL RULES WILL APPLY:

Direct Purchase: Rainmaker Realty Partners 1, April 1 2004, NYCAL Program will generally buy
direct ownership interests in existing or pewly constructed income-producing properties, including
office, industrial, retail, and multi-family residential properties. Rainmaker Realty Partners will invest
mainly in established properties with existing rent and expense schedules or in newly constructed
properties with predictable cash flows or in which a seller agrees to provide certain minimum income
levels. On occasion, Rainmaker Realty Partners might invest in real estate development projects.
Rainmaker may also purchase, lease or create various business entities to occupy space with Rainmaker
held properties.

Purchase-Leaseback Transactions: Rainmaker Realty Partmers I, April 1 2004, NYCAL Program can
enter into purchase-leaseback transactions (leasebacks) in which it will typically buy land and income-
producing improvements on the land (such as buildings), and simultaneously lease the land and
improvements to a third party (the lessee). Leasebacks are generally for very long terms. Usually, the
lessee is respansible for operating the property and paying all operating costs. including taxes and
mortgage debt. Rainmaker Realty Partners can also give the lessee an option to buy the land and
improvements.
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INVESTMENTS IN MORTGAGES

General: Rainmaker Realty Partners I, April } 2004, NYCAL Program can originate or acquire interests
in mortgage loans. generally on the samic types of properties it might otherwise buy. These mortgage
loans may pay fixed or variable interest rates. They usually will be full-recourse, which means that in
addition to being secured by the actual property they will also be the borrower’s personal obligations.
Most will be first mortgage loans on existing income-producing property, with first-priority liens on the
property. These loans may be amortized. or may provide for interest-only payments, with a balloon
payment at maturity.

Participating Mortgage Loans: Rainmaker Realty Partners [, April 1 2004, NYCAL Program may
make mortgage loans which permit the Account to share (have a “participation™) in the income from or
appreciation of the underlying property and/or the business occupying the property as is the case in strip
malls and shopping centers. These participations let Rainmaker Realty Partners receive additional
interest, usually calculated as a percentage of the revenues the borrower receives from operating, selling
or refinancing the property. Rainmaker Realty Partners may also have an option to buy an interest in the
property securing the participating loan.

Risks & Indemnification

The value of your investiment in Rainmaker Realty Partners will go up and down based on the value of
the Account’s assets and the income the assets generate. The potential risk associated with Rainmaker
Realty Partners I, April 1 2004, NYCAL Program is minimal based upon the experience and operating
plans of the managing partner.

RAINMAKER MANAGED LIVING LLC
BLANKET PROTECTION

NOTE: Your risk is limited to the value of your units. Rainmaker is an all inclusive
series of offerings operating under the Rainmaker Managed Living LLC, and as such
you have no other risk. All other risk is assumed by the Managing Partner, and you
are indemnified from any additional risk by the managing partner who will defend you
free of charge in the event of a court or arbitration challenge and pay any award on
your behalf.

REAL ESTATE INVESTMENT MANAGEMENT

Rainmaker Realty Partners I, April 1 2004, NYCAL Program will utilize a specialized management
approach of self contained site management, development and construction coupled with the Rainmaker
Legal teams experience to minimize the general risks of owning real property: Rainmaker Realty
Partners will be subject to the caveats inherent in owning real property, such as property values or rental
and occupancy rates could go down due to general economic conditions, a weak market for real estate
generally, changing supply and demand for certain types of properties, and natural disasters such as the
911 atack or other man-made events. A property may be unable to attract and retain tenants. which
means that rental income would decline. Rainmaker does not anticipate any of these events ever
occurring based upon the Rainmaker legal team’s track record and experience in the New York City real
estate market.
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The unique mix of Rainmaker Realty Partners L April 1 2004, NYCAL Program specialized
management approach of self contained site management, will prevent Rainmaker Realty Partners L
April 1 2004, NYCAL Program from loss of any revenue if tenants do not pay rent. Any disputes with
tenants could also involve costly litigation. which would be diminished as Rainmakers legal team will
handle the case at no cost to the partnership. Rainmaker is designed o protect against property
profitability being affected if operating costs. such as property taxes. utilities., maintenance and
insurance costs go up in relation to gross rental income. or the property needs unanticipated repairs and
renovations.

The Rainmaker Realty Partners I April 1 2004, NYCAL Program legal team and Real Estate team
minimize any of the general problems usually associated with the selling of real estate investrents, such
as sale price of a property differing from its estimated or appraised value, leading to losses to Rainmaker
Realty Partners. Because of the nature of real estate, or full value sale, particularly in a poor market, the
Rainmaker team of attorneys and real estate professionals work every day in the field and anticipate
every known risk to make sure the partnership and all the partners are safe and secure from loss.

The Rainmaker Realty Partners I, April 1 2004, NYCAL Program legal team and real estate team
anticipate governmental regulations, including zoning laws, property taxes, and fiscal, environmental or
other government policies. Rainmaker’s legal team and real estate team anticipate various environmental
regulations.

Rainmakers legal team and real estate team purchase properties sitaated and designed in a manner to
protect the partnership from any catastrophic financial losses (e.g., from earthquakes, wars, terrorist acts,
nuclear accidents. floods, or environmental or industrial hazards or accidents) which are uninsurable by
using the tenancy in common approach which negates losses to the partnership by assigning the risk to
the tenants.

The Rainmaker Realty Partners 1. April 1 2004, NYCAL Program legal team and real estate team
anticipate risks of Developing Real Estate or Buying Recently-Constructed Properties: If Raimmaker
Realty Partners chooses to develop a property or buys a recently-constructed property, the team makes
extensive plans to avoid any loss caused by delays or unexpected increases in the cost of property
development and construction due to strikes, bad weather. material shortages, increases in material and
labor costs, or other events such as external factors from when the project was originally conceived (e.g.,
slower growth in local economy, higher interest rates, or overbuilding in the area).

Your partnership is managed by an experienced law firm staffed with real estate professionals who
work for you for free. The safety and protection of the Rainmaker program is unmatched anywhere
else.

SALE, TERMINATION, CESSATION OF PARTNERSHIP

Upon the sale or termination of ownership or control over the property Rainmaker Realty Partners 1.
April 1 2004, NYCAL Program, will distribute after all expenses are paid, and the partners’ initial units
are retired at $1,000.00 per unit, a sum equal to 66.66% of the remaining funds to the equity unit holders
equally divided amongst the holders based upon the number of units held. The managing partner will
receive an amount equal to 33.34% of the profits for the managing partners’ services to Rainmaker
Realty Partners I, April 1 2004, NYCAL Program.

INABILITY TO WAIVE COLLECTION
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y payment profit sharc
distributions. They also my not waive final distribution payments or defer the payment(s). Checks are
sent automatically to each holder of record each month until partnership termination.

Equity co-partners cannot waive monthly interest payments or quarterly

RAINMAKER IS NOT A TAX SHELTER#

Rainmaker Realty Partmers I, April 1 2004, NYCAL Program, is designed as a profit making venture
and will offer very little tax benefits to the equity co-partners as applied to sheltering active or passive
income. Rainmaker Realty Partners 1, April 1 2004, NYCAL Program, will increase your capital gains
tax base based upon interest and partnership termination proceeds upon sale or disposition of any
property.

*Tax benefits, if any, will be equally divided amongst the equity co-partners.

LIQUIDITY OF UNITS

Rainmaker Realty Partners I, April 1 2004, NYCAL Program will repurchase and/or arrange liquidation
of any amount of units from an equity co-partner at any time after partnership activation (full
subscription of all eight parts of the series) and completion of purchase as to the first 100.000 sq feet of
leasehold or purchased property upon demand with settlement within 30 to 60 business days of the
demand for repurchase by the equity co-partner. In the event of a repurchase demand, the units will be
repurchased at their face value of $1,000.00 per unit.

In certain events wherein all the funds in escrow have been used to purchase rights in properties, the
managing partner may be forced to borrow against a property or resell units tendered to third parties
causing a possible delay in redeeming units for cash.

The equity co-partner may sell the units to another without the approval of Rainmaker Realty Partners 1,
April 1 2004, NYCAL Program as long as an offer to purchase is first made to Rainmaker Realty
Partners and its managing partner and all partners of record through the e-mail communications system,
In the event of an offer under right of first refusal the managing partner shall have first option and
thereafter the equity partners shall have first come, first served option for a period not to exceed 72
hours from the time the selling partner offers the units for repurchase on the e-mail communications
system.

INTEREST PENALTY BEFORE 366" DAY

Equity partners must hold their individual units for at least 366 days. In the event a demand is made to
repurchase the managiog pariner, Rainmaker Realty Parmers will deduct 50% of all interest paid before
the 366t day and remit the balance of the proceeds to the equity partner. {The partner will receive one
half of the interest equaling 12.5% annually), In the event the equity partner sells the units to a third
party after being offered to the managing partner, there will be no deduction or intercst penalty.

SECURITY OF REAL ESTATE

The partnership obtains property in one of six ways. [1] Outright purchase of buildings and land with
conversion to our operating needs. [2] Purchase of existing facilities with buildings and land, [3]
Purchase of existing facilities with building only on leased land. [4] Purchase of buildings only on
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leased land. 5] Master fease of existing nursing and assisted living facilities. [6] Master lease of
buildings and land with conversion fo our operating needs.

Each facility is utilized as a back up for the partnerships investraent. In either case of a purchased or
master leased fucility the process utilized is one wherein either a trust is created with the existing
partners name on the trust addendum and the trust controls the property during the lease term or until the
property purchase is closed. At time of closing or master lease inception the partnership is named as the
owner or master lessee and the partners are named in an addendum U.C.C. filing or trust addendum as
owners of the partnership shares. Individual partners names do not appear on any deed at anytime. The
partnership is the owner or master lessee with the partner’s evidence as owning the partnership, This is
frue even in situations wherein key partners (an entire program taken down by one person or entity)
control a property.

START UP INTEREST PAYMENTS

The partnership guarantees a minimum return of 25% annually on your partnership shares payable
monthly. In the beginning as facilities are under construction. ramp up or lease negotiation. The interest
payments during that time will be derived from short term investment in real estate bridge loans.
government securities, foreclosed rollovers, income from the operations of the Managing partners law
firm, proceeds from collections on pending litigation, and consulting services to other third party
assisted living and nursing facilities regarding the licensing of the Rainmaker 1031 and TIC program
packages on a non-exclusive proprietary basis in areas wherein Rainmaker will not be seeking to
establish operations in the near future and pre-need sales of TIC packages.

SECURITY OF REAL ESTATE
The partnership obtains property in one of six ways. [1] Outright purchase of buildings and land with
conversion to our operating needs. [2] Purchase of existing facilities with buildings and land. |3}
Purchase of existing facilities with building only on leased land. [4] Purchase of buildings only on
leased land. {5} Master lease of existing nursing and assisted living facilities. {6] Master lease of
buildings and land with conversion to our operating needs.

Each facility is utilized as a back up for the partnerships investment. In either case of a purchased or
master leased facility the process utilized is one wherein either a trust is created with the existing
partners name on the trust addendum and the trust controls the property during the lease term or until the
property purchase is closed. At time of closing or master lease inception the partnership is named as the
owner or master lessee and the partners are named in an addendum U.C.C. filing or trust addendum as
owners of the partnership shares. Individual partners name do not appear on any deed at anytime. The
partnership is the owner or master lessee with the partner’s evidence as owning the partnership. This is
true even in situations wherein key partners (an entire program taken down by one person or entity)
control a property.

VISITING FACILITIES

Clients come to Rainmaker under the exclusive TIC program to retire in luxury and with the sense of
security only Rainmaker can offer. These clients pay Rainmaker a minimum of $250,000.00 to retire in
a carefree setting with no distractions. Our clients also demand security and peace and quiet. Rainmaker
facilities are distinct in that they are not open to the public. We discourage any visit to any facility
unless management is aware of the visit. We value our client’s dignity and safety so highly that we will
not list the property in a telephone book. We understand that prospective partners or current partners
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may have a desire o visit facilities as they come on line. Rainmaker has a guided visitation program
wherein prospective ot current partners will be taken 1o a facility by management staff after presenting
themselves at cur law {irm offices in New York or Los Angeles, There are no exceptions to these rules
as we have a contract regarding these security measures with onr clients that we must abide by. If you
are seriously considering a visit to a Rainmaker facility. please call the East Coast or West Coast offices
1o arrange for a tour.

E-MAIL COMMUNICATIONS SYSTEM

All communications regarding property sale and/or acquisition or repurchase of units or general business
between the equity co-partners and the managing partner and Rainmaker Realty Partners will be via the
Rainmaker Realty Partners E-Mail communications system. Each and every equity co-partner is
requested to maintain an E-mail account and report such E-mail address to the Rainmaker Realty
Partners and the managing partner. Distributions of all reports and transactions except for monetary
payment transactions will be via the E-mail communications systems. In the event a partner desires mail
only in place of the e-mail system the partner is advised that hefshe/it will receive their reports and
advisements in a fashion much slower than other partners who utilize the e-mail system. Any delay or
loss due to the slow movement of surface mail is the sole responsibility of the partner.

DEATH OF A CO-PARTNER OR
DISPUTE REGARDING A CO-PARTNER

In the event a co-partner shall become incapacitated or deceased, the co-partners interests shall be first
governed by the co-partners will or written directive herein and thereafter subject to the estate laws in
the co-partners state of residence. In the event of any dissolution of a marriage, partnership. business
relationship, or any type or form of legal dispute for any reason whatsoever, Rainmaker Realty Partners
shall not be held responsible except for the original $1,000.00 investment value per unit for units
subscribed, and any accumulated interest or distribution to date which has yet to be distributed.

During the transition phase of the estate or dissolution, all interest payments and quarterly distributions
or distributions from a sale or transfer of a property shall continue to the estate trustee or court ordered
trustee. If no such trustee is appointed, such funds will be distributed in accordance with the directive of
any court having conirol upon application by the managing partner to the court for an order of
distribution.

PAYMENT TRANSACTIONS

The sending or receiving of any cash, check, money order or monetary instrument either to or from the
managing partner shall be by United States mail or a generally recognized commercial package courier.
Payments sent by the managing partner shall be sent to the address listed on the last page of this report
(the subscription page) and payments sent to:

Rainmaker Realty Partners

C/O Furman Law Firm,
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P.O. Box 1144, Madison Square Station,
New York, New York, 16159-1144.
CONSTRUCTION OF THIS DOCUMENT

Rainmaker Realty Partners is organized under the general partnership rules of the State of New York.
Rainmaker Realty Partners shall be organized as a DBA utilizing the name Rainmaker Realty as filed in
the New York County Clerks Office in association with Rainmaker Managed Living, L1.C, a New York
State, LL.C. Any portion of this document held unenforceable by a court of law shall not affect the
surviving portions of the document. Any changes in the management rules of the general partnership
shall be approved by majority vote of unit holders of record at the time the change is presented for an
approval vote.

PUBLIC OFFERING

It is anticipated that the Rainmaker Realty Partners program(s) “may” be consolidated and
converted as part of a public offering. In the event such a public offering actually occurs, each unit
herein shall be retired at a rate of $2,500.00 per unit in “COMMON” stock based upon the initial
offering price of the common shares, and $2,500.00 per unit in “PREFERRED” stock based upon
the initial offering price of the preferred shares. The anticipated public offering is a part of the
overall business plan of Rainmaker Realty Partners, however no promise is made that the offering
will take place and you are cautioned not to rely upon the possibility of such a public offering
when deciding to become a partner in any Rainmaker Realty Partners program.

INTERCHANGEABILITY WITH
RAINMAKER MANAGED LIVING

It is anticipated that a small portion of partners may elect to use IRA funds for participation in
one or more of the Rainmaker series of programs. In that event the rights, privileges, and benefits
to monthly distributions shall be made pursuant to the same formula set forth herein.

NOTE: Due to the nature of the rules issued by the Internal Revenue Code and applicable
Treasury Regulations which apply to IRA’s, and consequently the Rainmaker Managed Care
LLC, the right to vote or receive funds directly will be subrogated to the IRA trustee and such

rights as applied to voting or funds receipt shall be vested in the name of the applicable IRA
administrator.

THE AGREEMENT IN ITS ENTIRETY

This report constitutes the agreement between the equity co-partner(s) and the managing pariner
and Rainmaker Realty Partners in its entirety. No other verbal or written representation is of any
force or effect.

QUESTIONS

In the event you have any questions, please feel free to call:

hup:/fwww.rainmakerlifecare.com/realtypartners/rainmaker reporthtin [ Yoty
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Rainmaker Managed Living, L1.C, Headquarters Office

Attn: Sid Levine at 646-375-2348

Thank you for your interest in the Rainmaker Realty Partners Program(s).
Dated: April 1, 2004 rev 022105

/s/ Alireza Dilmaghani

By:

Alireza Dilmaghani

Managing Partner

Rainmaker Realty Partners [, April 1 2004, NYCAL PROGRAM
116 W. 23" Street, Suite 500

New York, NY 10011

646-375-2348

MAILING ADDRESS

Rainmaker Realty Partners I, April 1 2004, NYCAL PROGRAM
C/O: Rainmaker Managed Living, LLC

P.O. Box 1144, Madison Square Station

New York, NY 10159-1144
Rainmaker Realty Partners 11,
April 1, 2004, NYCAL PROGRAM
SUBSCRIPTION SIGNATURE PAGE

1 hereby stipulate that | have read the contents of the partnership agreement supra in its entirety and
agree to all the terms and provisions contained therein.

Tam “NOT" using IRA funds. I understand that in the event 1 desire to use IRA funds I must execute the
subscription page for the RAINMAKER MANAGED CARE LLC, program for the state of
investment or my state of residence.

Dated:

hup://www rainmakerlifecare.conmvrealtvpartners/rainmaker renor o el
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By:

Partner

CODE: 22691

Rainmaker Realty Partners I
April 1, 2004, NYCAL Program

SUBSCRIPTION AGREEMENT

The subscription page is written approval by the equity co-partner as to the terms and conditions set
forth in the partnership report and the equity co-partner agrees to be bound by such terms and conditions
and this report shall be deemed a contract enforceable in any court. The Securities and Exchange
Commission (SEC) has not approved or disapproved equity participation units or passed upon the
adequacy of the information in this report. Any representation to the contrary is a criminal offense.
Neither the Attorney General of the State of New York, nor any securities regulator in any of the fifty
states of the United States has approved or disapproved this equity participation program described
herein or passed upon the adequacy of the information in this report. Any representation to the contrary
is a criminal offense. I am executing this partnership agreement acting for my self or through an agent
associated with Rainmaker management. ] understand and have been advised that any agent utilized
herein is subject to various terms and conditions of integrity regarding the agency representation
represented by this partnership subscription and those terms and conditions are covered by a separate
agent agreement.

Name

Address

City State Zip

E-MAIL ADDRESS (REQUIRED)

Telephone Number () -

Cellular Number () -

Fax Number ) -

Social Security Number

Dateof Bieth __/____/

" This is "NOT" an IRA purchase. .. This is an IRA purchase.

T appoint as my trustee.

REQUIRED FOR K-1 YEAR END RETURNS AND/OR 1099 REPORTS TO IRS.

http //www rainmakerlifecare.com/realtvpartners/rainme¥er ~prne kam Eakakialy
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This is a purchase with my sp /partner YES NO

SPOUSE OR PARTNER'S NAME

My partner ____ shall ____ shall not have survivor/executor rights in the event of my
death or incapacity.

Number of units purchased @ $1,000 per unit: Total: $ (minimum of

10 units)

I have read the contents of all pages of the partnership report and agree to be bound by same.
1 have enclosed my check for the amount set forth at the total above made payable to

Rainmaker Realty Partners and mailed it to:

Rainmaker Realty Partners

C/0: Rainmaker Managed Living, LLC

P.O. Box 1144, Madison Square Station

Code: 22691 New York, NY 10159-1144

hitp://www rainmakerlifecare.convrealtvpartners/rainmaker remart b Svimonn
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THE SUBSCRIPTION AGREEMENT

The completion of the subscription page of this report is written approval by the equity co-partner as to
the terms and conditions set forth herein and the equity co-partner agrees to be bound by such terms and
conditions and this report shall be deemed a contract enforceable in any court

The Securities and Exchange Commission (SEC) has not approved or disapproved equity participation
units or passed upon the adequacy of the information i this report. Any representation 1o the contrary is
a criminal offense. Neither the Attorney General of the State of New York, nor any securities regulator
in any of the fifty states of the United States has approved or disapproved this equity participation
program described herein or passed upon the adequacy of the information in this report. Any
representation to the contrary is a criminal offense.

Name
Address

City State Zip
NY - New York
Telephone Number

Cellular Number
Fax Number
Social Security Number Date of Birth

REQUIRED OF K-1 YEAR END RETURNS AND /OR 1099 REPORTS TO IRS.

1
This 1S an IRA purchase: 1 appoint as my trustee

I desire Furman Law act as my trustee in this partnership.
Employer Name
Address
City _State Zip
NY - New York
!
i
This is a purchase with my spouse/partner:

Spouse or partner's name:

My spouse  shall nothaveany  gurvivor/executor

http:/fwww rainmakerlifecare com/resttympmangfrmimmeclras pulenasiol o hse o
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rights in the event of my death or incapacity.

Number of units purchased @ $1.000 Per unit: Total: § {mininmu of 10 units)

H 16 g3l

Business duye

I have read the contents of all pages of this report and agree 10 be bound by same. T have enclosed
my check for the amount set forth at the total above made payable to Rainmaker Realty Partners
and mailed it to:

Rainmaker Realty Partners
Rainmaker Managed Living, LL.C
P.O. Box 1144
Madison Square Station
New York, New York, 10159-1144
{ Agree |

http://www rainmakerlifecare com/realtypartnersfrainmaker subscrinios hee £IOMN0S
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Mortgage Partners

Pasinership Report

atiieicle

sption Agresinent
Rainmaker Managed Living Mortgage Group 415305, LLC
116 W.23rd Street, Suite 500
New York, New York, 10011
Ph: (646) 375-2348 Fax: (646) 375-2235
Welcome to Rainmaker Managed Living Mortgage Group 41505.

My name is Alireza Dilmaghani, Esquire, General Counsel of the Rainmaker Managed Living,
LI.C, Corporate Legal Department. I am the Managing Member for Rainmaker Managed Living, LLC. a
New York limited Liability Company (hereinafter referred to as "Rainmaker Managed Living,
Mortgage Group 41505, LLC.") as well as all other Rainmaker programs. As you read this report you
will see that the expertise and professionalism of the Furman Law Firm legal staff, gives you a safety net
never before experienced and a high yield real estate investment seldom available to the non-
institutional investor.,

You will discover that the projected results for the Rainmaker Managed Living Mortgage Group
41505, LLC. plan are a safe and secure harbor for investment capital. Each member is guaranteed a
return of 25% annual simple interest, paid monthly coupled with an additional 35% paid at the end of
the 36th month.

You will quickly see why Rainmaker Managed Living, Mortgage Group 41503, LLC, is an
exceptionally wise investment secured by multi-million dollar commercial real estate. Rainmaker’s legal
staff has solid management skills and real estate ability that comes from a combined total of more than
30 years experience in real estate law as applied to the assisted living industry.

After reading about Rainmaker Managed Living, Mortgage Group 41505, LLC, you will have an
opportunity to put your money to work in a safe investment secured by real estate with an exceptional
above average yield.

25% Guaranteed Annual interest, paid the Ist of each month.

Additional return of 35% "ETF" Early Termination Fee, plus all of the principle on the
36th month, for a total return of 110% in 36 months “GUARANTEED”.

The security of having your investment backed by "FULLY PRE-PAID LIFE CARE LEASES” in
multi-million dollar commercial real estate properties in the New York City and Southern
California markets that are mortgaged by your LLC. Your subscription is secured by the assigned
T.LC. interest in the property until you receive full repayment at which time the T.L.C. interest is
released hack to Rainmaker.

Risk free participation through Rainmaker Managed Living, Mortgage Group 41503, LLC, a New

http://www rainmakerlifecare com/rainmakermorteaselic/ £ E
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York limited liability company.
Having the wisdom and guidance of a respected legal team to manage and direct your program.
Rainmaker Managed Living, Mortgage Group 41505, LLC, Facts.
Let's face it; real estate investing is very profitable, especially in the New York City and Southern
California real estate markets. Rainmaker Managed Living, Mortgage Group 41503, LLC, takes the
headache out of owning real estate with a skilled staff of experts who receive their income only after vou
make 110% return on your principle.
Why invest with Rainmaker Managed Living, Mortgage Group 41505, LLC?

Rainmaker Managed Living, Mortgage Group 41505, LLC, inspects the properties.

Rainmaker Managed Living, Mortgage Group 41505. LLC, utilizes an in house professional
management team to handle all the financial and legal concerns.

No managerial responsibilities.

Rainmaker Managed Living, Mortgage Group 41505, LLC, guarantees a minimum 25% annual rate of
return paid monthly.

Rainmaker Managed Living, Mortgage Group 41305, LLC, works to minimize risks and maximize
profits.

Rainmaker Managed Living, Mortgage Group 41503, LLC, seeks to obtain favorable returns for ity
members by tapping into potential real estate opportunities.

Finally, real estate investments are less volatile and risky than most common stocks and bonds, and real
estate provides excellent portfolio diversification.

I thank you for taking the time to review the Rainmaker Managed Living, Mortgage Group 41505, LLC,
program and invite you to call Rainmaker at 646-375-2348.

hitpr//www . rainmakerlifecare.com/rainmakermortosopitc/ < nanans
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RAINMAKER MANAGED LIVING,
MORTGAGE GROUP, 41505 LLC

A New York Limited Liability Company

A LIMITED LIABILITY COMPANY, TARGETED FIRST POSITION MORTGAGE
PROGRAM WITH T.LC. TENANCY IN COMMON SECURITY INTEREST

FOR INDEPENDENT LIVING, ASSISTED LIVING & ADULT LIVING
FACILITIES

(Suitable for Cash Subscriptions and Self -Directed IRA participants only)

April 15, 2005

Rainmaker Managed Living, Mortgage Group, 41505, LLC,
116 W. 23rd Street Suite 500
New York, NY 10011
(646) 375.2348

Operating Agreement for
Rainmaker Managed Living, Mortgage Group, 41505 LLC,
A New York Limited Liability Company

RAINMAKER MANAGED LIVING
MORTGAGE GROUP 41505, LL.C

April 15, 2005
A New York Limited Liability Company

Operating Agreement for
Rainmaker Managed Living, Mortgage Group, 41505 LLC,
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A New York Limited Liability Company

THIS OPERATING AGREEMENT is made and entered into as of April 15, 2005, by and among
Rainmaker Managed Living, Mortgage Group, 41505 LLC, a New York LLC (the "Company™) and the
persons executing this Operating Agreement as Members of the Company and all of those who shall
hereafter be admitted as Members (individeally. a "Member" and collectively, the "Members") who
hereby agree as follows:

WITNESSETH:

1. Whereas, the Members desire to enter into this agreement ("Operating Agreement” or "Agreement”)
for the purposes of governing the Company, to and for the sole purpose of investing in, purchasing,
selling, granting, leasing or taking an option on buildings and lands solely for investment purposes and
not as a trade. The Company shall not conduct any other business unless related to the adult living,
assisted living, and/or other commercial businesses or the use of the associated real estate purchased by
the members for any lawful residential, industrial or commercial use, unless approved by unanimous
consent of all Members.

2. Whereas, the Members intend to operate the Business, appoint a person or persons to assume
responsibility for certain management matters (the "Manager") and provide for the restriction on the
transfers of ownership interests in the Company ("Interests”).

NOW, THEREFORE, in consideration of the mutual premises below, and other good and
valuable consideration, the receipt and sufficiency of which are hereby acknowledged, it is agreed
as follows:

I. ORGANIZATION

1. Formation. The Company has been organized as a STATE OF NEW YORK, LLC under
and pursuant to the NEW YORK STATE LLC ACT, by the filing of Articles of
Organization ("Articles”) with the Department of State of the State of New York as required
by the Act.

2. Name. The name of the Company shall be "Rainmaker Managed Living, Mortgage Group,
41505, LLC". The Company may also conduct its business under one or more assumed
names, as operating needs may dictate in the future. Such assumed names shall be totally
owned and controlled by Rainmaker Managed Living, Mortgage Group, 41505, LLC.

3. Purposes. The purpose of the Company is to engage in any activity for which an LLC

may be formed under the Act for purposes only of advancing the Business as defined above.
The Company shall have all the powers necessary or convenient to affect any purpose for
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which it is formed. including all powers granted by the Act, as set forth in the
RAINMAKER MANAGED LIVING, MORTGAGE GROUP, 41505, LLC.
PROGRAM REPORT

4. Duration. The Company shall continue in existence for the period fixed in the Articles of
Organization for the duration of the Company of three (3) years, or until the Company shall
be sooner or later dissolved and its affairs wound up in accordance with the Act or this
Operating Agreement.

5. Registered Office and Resident Agent. The Registered Office and Resident Agent
(Managing Member) of the Company shall be as designated in the initial Articles or any
amendment thereof, as Alireza Dilmaghani, Esquire, Attorpey at Law, General Counsel of
the Corporate Legal Department for Rainmaker Managed Living. LLC, (646} 375-2348. The
Registered Office and/or Resident Agent (Managing Member) may be changed from time to
time. Any such change shall be made in accordance with the Act. If the Resident Agent
(Managing Member) shall ever resign, the Company shall promptly seek a successor
resident agent by giving written notice to the Members, and seeking a majority vote of the
members as to whom such successor shall be.

6. Intention for Company. The Members have formed the Company as an LLC under and
pursuant to the Act.

The Members specifically intend and agree that the Company shall not be, for legal purposes
a partnership (including, a limited partnership) or any other venture, but shall be a LL.C
under and pursuant to the Act. desiring partnership tax treatment.

No Member or Manager shall be construed to be a partner in the Company or a partner of
other Member, Manager. or person; and the Articles, this Operating Agreement. and the
relationships created thereby and arising there from shall not be construed to suggest
otherwise.

IL. BOOKS, RECORDS AND ACCOUNTING

1. Books and Records. The Company shall maintain complete and accurate books and
records of the Company's business and affairs as required by the Act and such books and
records shall be kept at the Company's Registered Office, located within the Corporate Legal

Department for Rainmaker Managed Living. LLC, 116 W, 23" Street, Suite 500, New
York, New York, 10011, (646) 375-2348.

2. Fiscal year, accounting. The Company's fiscal year shall be the calendar vear. The
particular accounting methods and principles to be followed by the Company shall be
selected by the treasurer for the Company ("TREASURER™) who is hereby designated as
Liz Pamela Checo, of the Rainmaker Managed Living, LLC COmpliance Deaprtment, 116
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W. 23ml Street, Suite 500, New York, New York. 10011, (646) 375-2348. The Accountant
may be changed by written Notice of the then serving Manager, consented to in writing by at
feast Two (2) Members.

3. Reports. The Managers shall provide reports concerning the financial condition and
results of operation of the Company and the Capital Accounts of the Members to the
Members in the time, manner, and form as the Manager determines. Such reports shall be
provided at least annually as soon as possible after the end of each calendar year and shall
include a statement of each Merber’s share of profits and other items of income, gain, loss,
deduction and credit.

4. Member's Capital Accounts. Separate Capital Accounts for each Member shall be
maintained by the Company. Each Member's Capital Account shall reflect the Member's
capital contributions and increases for the Member's share of any net income or gain of the
Company. Each Member’s Capital Account shall also reflect decreases for distributions
made to the Member and the Member's share of any losses and deductions of the Company.
Definition of Capital Account. A separate capital account shall be maintained for each
Member or Assignee in accordance with the provisions below ("Capital Account™).
Increases in Capital Account. Each Member's Capital Account may be increased by: The
amount of money contributed by the Member to the Company. The fair market value of
property contributed by the Member to the Company i.e., the net of liabilities secured by
such contributed property that the Company is considered to assume or take subject to under
the Internal Revenue Code. If any property, other than cash, is contributed to or distributed
by the Company, the adjustments to Capital accounts required by any applicable Treasury
Regulation shall be made. The Member's share of the increase in the tax basis of Company
property, if any, arising out of the recapture of any tax credit. Allocations to the Member of
Profit. Allocations to the Member of income or gain as provided under this agreement or
otherwise by Treasury Regulation. Decreases in Capital account. Each Member's Capital
Account shall be decreased by, the amount of money distributed to the Member by the
Company. The fair market value of property distributed to the Member by the Company i.c.,
net of liabilities secured by such distributed property that such Member is considered to
assume or take subject to under the Internal Revenue Code. Allocations to the Member of
Losses. Allocations to the Member of deductions, expenses, Non-recourse Deductions and
Net Losses allocated to it pursuant to this Agreement, and the Member's share of Company
expenditures which are neither deductible nor properly chargeable to Capital Accounts
under the Internal Revenue Code or applicable Treasury Regulation or are treated as such
expenditures under the Internal Revenue Code or applicable Treasury Regulation Non-
Recourse Deductions” shall have the meaning set forth under the Internal Revenue Code or
applicable Treasury Regulation. The Member's share of the decrease in the basis of the
Company's property under the Internal Revenue Code or applicable Treasury Regulation
arising from the allowance of any tax credit. Capital Account Transferee. In the event of a
permitted sale or exchange of an interest in the Company, the Capital Account of the
transferor shall become the Capital Account of the Transferee to the extent it relates to the
transferred Interest in accordance with under the Internal Revenue Code or applicable
Treasury Regulation.
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5. Capital Accounts Shall Comply with Code Sec 7049(h)

The manner in which Capital Accounts are to be maintained pursuant to this Agreement is
intended to comply with the requirements of Code Sec. 704(b) and the Regulations there
under. It is the specific intent of the Members that all such further or different adjustments as
may be required pursuant to Code Sec. 704 and any Regulations there under are made, so as
to cause the allocations prescribed hereunder to be respected for tax purposes.

Therefore, if in the opinion of the Accountant (or if the accountant is unable or unwilling to
act, the Manager), the manner in which Capital accounts are to be maintained pursuant to
this Agreement should be modified to comply with Code Sec. 704 (b) and the Regulations
there under, then notwithstanding anything to the contrary contained in this Agreement, or
any other agreement between the Parties, the method in which Capital Accounts are
maintained shall be so modified. However, any change in the manner of maintaining Capital
accounts shall not materially alter the economic agreement between or among Members.
Each Member hereby appoints the Manager the Tax Matters Member and Agent for the
purpose of making any amendment to this Agreement solely for purposes of complying with
this provision.

HI. CAPITAL CONTRIBUTIONS

1. Initial Commitments and Contributions. By the execution of this Operating
Agreement, the initial Members hereby agree to make capital contributions as set forth in the
program report attached hereto as exhibit “B”. The interests of the respective Members in
the total capital of the Company (their respective "Sharing Ratios”, as adjusted from time to
time to reflect changes in the Capital Accounts of the Members and the total capital in the
Company) shall be reported as they occur in writing to each member.

2. Additional Contributions. Other than the members initial capital contribution there will
be no “INVOLUNTARY" additional capital contribution.

IV. ALLOCATIONS AND DISTRIBUTIONS

1. Allocations. Except as may be required by the Code as amended or by this Operating
Agreement, net profits, net losses, and other items of income, gain, loss, deduction and
credit of the Company shall be allocated among the Members in accordance with their
Sharing Ratios.

2. Distributions. The Managers may make distributions to the Members on the first of each
month. All distributions shall be made to the Members in accordance with their Sharing
Ratios. Distributions shall be in cash (by trust account check) mailed to the member’s
address of record.
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3. Family Partnership Savings Provision. Notwithstanding anything in this Operating
Agreement to the contrary, should any provision of this Operating Agreement, or any act of
the parties, result in violation of the family partnership provisions of Code Sec. 704(e) or the
regulations and cases there under, the Managers may amend this Agreement. or take any
other actions reasonably necessary to prevent such violation, or to correct such violation.

V. DISPOSITION OF MEMBERSHIP INTERESTS

1. General. Every sale, assignment. transfer, exchange, mortgage, pledge. grant,
hypothecation or other disposition of any Membership Interest shall be made only upon
compliance with this Article. No Membership Interest shall be disposed of if the disposition
would cause a termination of the Company under Sec 708 of the Internal Revenue Code of
1986, as amended; without compliance with any and all state and federal securities laws and
regulations; and unless the assignee of the Membership Interest provides the Company with
the information and agreements that the Managers may require in connection with such
disposition, including but not limited to an executed counterpart of this Agreement.

No Member shall be entitled to assign, convey, sell. encumber, or in any way alienate all or
any part of its Membership Interest in the Company and as a Member except with the prior
written consent of a majority in the interest of the non-transferring Members, which consent
may be given or withheld, conditioned, or delayed (as allowed by this Agreement or the
Act), as the non-transferring Members may determine in their sole discretion. Transfers in
violation of this provision shall only be effective to the extent of an assignment of such
interest with only rights set forth in the following provision "Permitted Dispositions".

2. Permitted Dispositions. Subject to the provisions of this Article, a Member may assign
such Member's Membership Interest in the Company in whole or in part. The assignment of
a Membership Interest does not in itself entitle the assignee to participate in the management
and affairs of the Company or to become a Member. Such assignee is only entitled to
receive, to the extent assigned, the distributions the assigning Member would otherwise be
entitled to, and such assignee shall only become an assignee of a Membership Interest and
not a Substitute Member.

3. Admission of Substitute Members. An assignee of a Membership Interest shall be
admitted as a Substitute Member and shall be entitled to all the rights and powers of the
assignee only if the other Members unanimously consent. If admitted, the Substitute
Member has, to the extent assigned, all of the rights and powers, and is subject to all of the
restrictions and liabilities of a Member.

VI. MEETINGS OF MEMBERS
1. Voting. Except to the extent provided to the contrary in this Agreement, all Members

shall be entitled to vote on any matter submitted to a vote of the Members. Notwithstanding
the foregoing. the Members shall have the right to vote on all of the following: The
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dissolution of the Company pursuant to the provisions of this Operating Agreement that
permit a dissolution of the Company upon the unanimous consent of the Members; The
merger of the Company; A transaction involving an actual or potential conflict of interest
between a Manager and the Company: An amendment to the Articles of Organization; The
sale, exchange, lease or other transfer of all or substantially all of the assets of the Company
other than in the ordinary course of business.

2. Required Vote. Unless a greater vote is required by the Act or the Articles of
Organization, the affirmative vote or consent of a majority of the Sharing Ratios of all the
Members entitled to vote or consent on such matter shall be required.

3. Meetings. An annual meeting of Members for the transaction of such business as may
properly come before the Meeting, shall be held at such place, on such date and at such time
as the Managers shall determine. Special meetings of Members for any proper purpose or
purposes may be called at any time by the Managers or the holders of at least Ten Percent
(10%) of the Sharing Ratios of all Members. The Company shall deliver or mail written
Notice stating the date, time, place, and purposes of any meeting to each Member entitled to
vote at the meeting. Such Notice shall be given no less than Ten (10) and no more than Sixty
(60) days before the date of the meeting. All meetings of Members shall be presided over by
a Chairperson who shall be a Manager. A Member may participate and vote at such meeting
via telephone or Internet conference call.

4. Consent. Any action required or permitted to be taken at an annual or special meeting of
the Members may be taken without a meeting, without prior notice, and without a vote, if
consents in writing, setting forth the action so taken, are signed by the Members having no
less than the minimum number of votes that would be necessary to authorize or take action
were present and voted. Every written consent shall bear the date and signature of each
Member who signs the consent. Prompt Notice of the taking of action without a meeting by
less than unanimous written consent shall be given to all Members who have not consented
in writing to such action.

VIL. MANAGEMENT

1. Management of Business. The Company shall be managed by Alireza Dilmaghani,
Esquire, (Managing Member) Attorney at Law, General Counsel of the Corporate Legal
Department for Rainmaker Managed Living, LLC,116 W. 23rd Street, Suite 500. New York,
NY 10011, (646) 375-2348, so long as he is able and willing to serve. If Alireza
Dilmaghani, shall ever resign, or be unable or unwilling to serve the Company shall
promptly seek a successor Manager by giving written notice to the Members, and seeking a
majority vote of the members as to whom such successor shall be. The terms, duties,
compensation, and benefits, if any, of the Managers shall be as follows: Alireza Dilmaghani.
Esq., shall receive compensation for serving as Manager as follows: One Dollar Annually.
The duties of the Manager shall be those duties reasonably necessary to conduct the
Business of the Company, and shall include, but not be limited to: Normal day to day
management with distribution authority and annual reporting authority, and such other

bttp://www rainmakerlifecare.com/rainmakermort gagello/porm=pribim ramnms bt SHyNNg



316

Rainmaker Managed Living LLC

authority as may be required to manage the company within the meaning of the California
LLC Act, all United States Treasury Regulations and all Internal Revenue Code sections
relating to the management of the company.

2. Removal of Managers. Any Manager (Managing Member) may be removed at any time.
with or without cause, by the affirmative vote of Seventy-Five (75%) of the Membership
Interests in the Company then entitled to vote.

3. General Powers of Managers. Except as may otherwise be provided in this Operating
Agreement, the ordinary and usual decisions concerning the business and affairs of the
Company, shall be made by the Managers,(Managing Member). The managers have the
power, on behalf of the Company, to do all things necessary or convenient to carry out the
business and affairs of the Company, including, the power to: Purchase, lease, or otherwise
acquire any real or personal property; Sell, convey, mortgage, grant a security interest in,
pledge, lease, exchange, or otherwise dispose or encumber any real or personal property;
Open one or more depository accounts and make deposits of any checks into same and
withdrawals against such accounts; Borrow money, incur liabilities, and other obligations;
Enter into any and all agreements and execute any and all contracts, documents, and
instruments relating to the Business; Engage consultants and agents, define their respective
duties and establish their compensation or remuneration; Obtain insurance covering the
Business and affairs of the Company; Participate with others in partmerships, joint ventures,
and other associations and strategic alliances only where same are directly in pursuit of the
Business, as defined above. As an express limitation on the nature of the Business and the
powers granted the Managers herein, the Company is intended to hold interests in real estate
for investment purposes only, and no activities inconsistent with such limited purposes shall
be undertaken.

4. Limitations. Notwithstanding the foregoing and any other provision contained in this
Operating Agreement to the contrary, no act shall be taken, sum expended, decision made,
obligation incutred, or power exercised, by any Manager on behalf of the Company except
by the consent of Seventy-Five (75%) of all Membership Interests with respect to: Any
significant and material purchase, receipt, lease, exchange, or other acquisition of any real or
personal property or business; The sale of all or substantially all of the assets and property of
the Company; Any wortgage, grant of security interest, pledge, or encumbrance wpon all or
substantially all of the assets and property of the Company; Any merger; Any amendment or
restatement of the Articles or of this Operating Agreement; Any matter which could result in
a change in the amount or character of the Company's capital; Any change in the character
of the business and affairs of the Company: The commission of any act which would make it
impossible for the Company to carry on its ordinary business and affairs: Any act that would
contravene any provision of the Articles or of this Operating agreement or the Act.

5. Standard of Care. Every Manager shall discharge his or her duties as a Manager in good
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faith. with care an ordinary prudent person in a like position would exercise under similar
circumstances, and in a manner he or she reasonably believes to be in the best interests of
the Company. A manager shall not be liable for any monetary damages to the Company for
any breach of such duties except for a receipt of a financial benefit to which the Manager is
not entitled; voting for or assenting to a distribution to Members in violation of this
Operating Agreement or the Act: or a knowing violation of the law.

VI EXCULPATION OF LIABILITY: INDEMNIFICATION

1. Exculpation of Liability. Unless otherwise provided by law or expressly assumed, a
person who is a Member or Manager. or both, shall not be liable for the acts, debts or
liabilities of the Company.

2. Indemnification. Except as otherwise provided in this Article, the Company shall
indemnify any Manager and may indemnify any employee or agent of the Company who
was of is a party or is threatened to be made a party to a threatened, pending or completed
action, suit or proceeding, whether civil, criminal. administrative, or investigative, and
whether formal or informal, other than an action by or in the right of the Company, by
reason of the fact that such person is or was a Manager, employee or agent of the Company
against expenses, including attorney's fees, judgments, penalties, fines, and amounts paid in
settlement actually and reasonably incurred by such person in connection with the action,
suit or proceeding, if the person acted in good faith, with the care an ordinary prudent person
in a like position would exercise under similar circumstances, and in a manner that such
person reasonably believed to be in the best interests of the Company and with respect to a
criminal action or proceeding, if such person had no reasonable cause to believe such
person's conduct was unlawful.

To the extent that a Member, employee, or agent of the Company has been successful on the
merits or otherwise in defense of an action, suit, or proceeding or in the defense of any
claim, issue, or other matter in the action, suit, or proceeding, such person shall be
indemnified against actual and reasonable expenses, including attorney's fees, incurred by
such person in connection with the action, suit, or proceeding and any action, suit or
proceeding brought to enforce the mandatory indemmification provided herein. Any
indemnification permitted under this Article, unless ordered by a court, shall be made by the
Company only as authorized in the specific case upon a determination that the
indemnification is proper under the circumstances because the person to be indemnified has
met the applicable standard of conduct and upon an evaluation shall be made by a majority
vote of the Members who are not parties or threatened to be made parties to the action, suit,
or proceeding. Notwithstanding the forgoing to the contrary, no indemnification shall be
provided to any Manager. employee. agent of the Company for or in counnection with the
receipt of a financial benefit to which such person is not entitled, voting for or assenting to a
distribution to Members in violation of this Operating Agreement or the Act, or a knowing
violation of law.
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IX. OTHER ACTIVITIES

Any Member and the Managers may engage in other business ventures of every nature,
including, without limitation by specification, the ownership of another business similar to
that operated by the Company. Neither the Company nor any of the other Members shall
have any right or interest in any such independent venture or to the income and profits
derived there from.

X. DISSOLUTION AND WINDING UP

1. Dissolution. The Company shall dissolve and its affairs shall be wound up on the first to
occur of the following events: At any time specified in the Articles or this Operating
Agreement; Upon the happening of any event specified in the Articles or this Operating
Agreement; By the unanimous consent of all Members; Upon the death, withdrawal,
expulsion, bankruptey, or dissolution of 2 Member or the occurrence of any other event that
terminates the continued membership of a Member in the Company unless within Ninety
(90) days after the disassociation of membership, a majority in interest of the remaining
Members consent to continue the business of the Company and to the admission of one or
more Members as necessary.

2. Winding Up. Upon dissolution, the Company shall cease carrying on its business and
affairs and shall commence the winding up of the Company's business and affairs and
complete the winding up as soon as practicable. Upon the winding up of the Company, the
assets of the Company shall be distributed first to creditors to the extent permitted by law, in
satisfaction of Company debts, liabilities, obligations ant then to Members and former
Members first, in satisfaction of liabilities for distributions and then, in accordance with
their Sharing Ratios. Such proceeds shall be paid to such Members within One Hundred
Twenty (120) days after the date of winding up.

X1. MISCELLANEOUS PROVISIONS

1. Terms. Nouns and pronouns will be deemed to refer to the masculine, feminine, neuter,
singular, and plural, as the identity of the person or persons, firm, or corporation may in the
context require. The term "Internal Revenue Code" and/or “Treasury Regulations™ shall
refer to the Internal Revenue Code of 1986, as amended.

2. Article Headings. The Article headings and numbers contained in this Operating
Agreement have been inserted only as a matter of convenience and for reference, and in no
way shall be consirued (o define, limit, or describe the scope or intent of any provision of
this Operating Agreement.

3. Counterparts. This Operating Agreement may be executed in several counterparts, each
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of which will be deemed an original but all of which will constitute one and the same.

4. Entire Agreement. This Operating Agreement constitutes the entire agreement among
the parties hereto and contains all of the agreements among said parties with respect to the
subject matter hereof. This Operating Agreement supersedes any and all other agreements,
either oral or written. between said parties with respect to the subject matter hereof.

5. Severability. The invalidity or unenforceability of any particular provision of this
Operating Agreement shall not effect the other provisions hereof, and this Operating
Agreement shall be construed in all respects as if such invalid or unenforceable provisions
were omitted.

6. Amendment. This Operating Agreement may be amended or revoked at any time by a
written agreement executed by all of the parties to this Operating Agreement, except where a
lesser percentage of Membership Interests is permitted elsewhere in this Operating
Agreement. No change or modification to this Operating Agreement shail be valid unless in
writing and signed by all of the parties to this Operating Agreement.

7. Notices. Any Notice permitted or required under this Operating Agreement shall be
conveyed to the party at the address reflected in this Operating Agreement and will be
deemed to have been given, when deposited in the United States mail, postage pre-paid, or
when delivered in person, or by a national overnight courier or by facsimile transmission
(the receipt of which is confirmed by the sending fax unit printout).

8. Binding Effect. Subject to the provisions of this Operating Agreement relating to
transferability, this Operating Agreement will be binding upen and shall inure to the benefit
of the parties, and their respective distributee’s heirs, successors and assigns.

9. Governing Law. This Operating Agreement is being executed and delivered in the State
of New York and shall be governed by, construed, and enforced in accordance with the laws
of the State of New York.

NOTE REGARDING METHOD OF OPERATION

The purpose of the Rainmaker Managed Living Mortgage Group,41505, LLC is to engage in the financing
of the real estate used by any Rai ker entity for independent living, assisted living, adult living, life care
and nursing home properties by use of first position mortgages on such properties. Rainmaker Managed
Living,Mortgage Group, 41505, LLC, will be a targeted blind pool that will finance properties which have
vet to be optioned, placed under contract, acquired or owned and managed by other Rainmaker Entities,
which are listed in the "OPERATIONAL FLOW CHART" section of the program report, The LLC will
occasionally be compelled to invest in other commercial, industrial or residential property which may be an
adjunct to space containing the facilify intended to be used for assisted living, adult living and/er nursing
home operations. An example would be a 10-story building wherein the first floor, or a portion of a
structure is commercial space and the remaining floors are a former hotel, which could be converted to use
as an assisted living, adult living and/or nursing home operation. Fractional member interests may be
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purchased, with such fractional interests being made to equal one position as part of the overall 38
members. The Rainmaker Managed Living. Mortgage Group 41565, LLC will have a Tenancy In Comimon,
[T.L.C.] security interest guaranty in multimillion dollar commercial real estate properties in the New York
City and Southern California markets that are mortgaged by Rainmaker Managed Living,Mortgage
Group.41505, LLC.Your subscription is secured by the assigned T.1.C. interest in the property until you
recieve full repayment at which time the T.LC. interest is re-assigned to Rainmaker.Upon satisfactory
payment of the mortgages placed herein the members of the LLC will no longer have any interest in the
property or the operations conducted on the property. This is a targeted blind pool for exclusive use of
Rainmaker entities and is not a bank or trust company dealing with the public, This LLC will terminate
after three years as stated supra or the term of the LLC may be increased in tenure by vote of the

members.

IN WITNESS WHEREOF, the parties hereto make and execute this Operating Agreement
on the dates set below their names, to be effective on the date first above written.

WITNESSETH:

Rainmaker Managed Living
Mortgage Group, 41505, LLC, 4/15/05

/s/ Alireza Dilmaghani

Alireza Dilmaghani, Esq, Managing Member

Rainmaker Managed Living, Mortgage Group. 41505 LLC, {California]
Rainmaker Corporate Legal Department,

116 W. 23rd Street, Suite 500

New York, New York, 10011,

Telephone: (646) 375-2348.

RAINMAKER MANAGED LIVING
MORTGAGE GROUP 41505 LLC

A LIMITED LIABILITY COMPANY
TARGETED FIRST POSITION MORTGAGE PROGRAM, WITH T.L.C. TENANCY
IN COMMON SECURITY INTEREST

FOR INDEPENDENT LIVING, ASSISTED LIVING & ADULT LIVING
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FACILITIES

(Suitable for Cash Subscriptions and self directed IRA participants)

April 15, 2005

Rainmaker Managed Living, Mortgage Group, 41505, LLC,
C/O: Rainmaker Managed Living LL.C
Corporate Legal Department
116 W. 23rd Street, Suite 500
New York, NY 10011
(646) 375-2348

“PROGRAM REPORT”

This program report describes the business plan for Rainmaker Managed
Living,Morigage Group, 41505 LL.C, a New York Limited Liability Company.

1000 FULL MEMBERSHIP UNITS AT $25,000.00 PER UNIT. TOTAL OFFERING
TWENTY FIVE MILLION DOLLARS ($25,000,000.00)

Rainmaker Managed Living,Mortgage Group, 41505 LLC, a New York Limited
Liability Company, is designed as a targeted, blind pool, first position “PRIVATE”
mortgage financing program, which will invest in assisted living, adult living and
nursing home facilities operated by RAINMAKER entities only and shall not invest in
any other property associated with any other owner except those properties owned
and/or managed by a RAINMAKER entity. This LLC is not to be considered a Bank
or Trust Company dealing with the public in any manner.

OPERATIONAL FLOW CHART: Please read this section carefully as it is important
that you understand the complexities of owning and LICENSING Independent Living,
Assisted Living and Nursing Home properties.

The Rainmaker Group at the present time operates in two states, New York and
California. The operations plan calls for expansion on a nationwide basis over the next
five (5) years. The Rainmaker Group is or will be engaged in the operation of three
types of facilities. Independent Living, Assisted Living and Nursing Homes, which will
offer standard and specialized acute care options.

Each and every state has a stringent set of rules regarding who may operate a
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LICENSED facility. Keeping these license requirements in mind Rainmaker has
structured its operations to meet these licensing needs. Rainmaker uses a three-tier
approach. The Property is owned by the individual LLC for the state in which it is
focated. At this time there are two property LLCs. RAINMAKER MANAGED
LIVING, LLC (CALIFORNIA) AND RAINMAKER MANAGED LIVING, LLC
(NEW YORK)

The California LL.C will own any California property and the New York LLC will own
any New York property. Additionally, there are two general partnerships, which
operate as DBAs. Rainmaker Realty Partners New York, (a New York State DBA) and
Rainmaker Realty Partners California, (a California State DBA) These DBAs own the
businesses contained on the property in each state,

The DBAs are controlled by Alireza Dilmaghani. Mr. Dilmaghani is a licensed New
York State attorney and Real Estate Broker. The DBAs have a contractual
arrangement wherein all profits are turned over to their respective companion LLC
for the state the DBA operates in. The DBAs apply for and hold the state license to
operate the facility. This plan allows for a single individual (Mr. Dilmaghani) to hold
the license to operate the facility and alleviates the need for each member of the LLC
to be on the license.

If this operational plan were not utilized then each member would have to give each
state the permission to check the individual members background, check the members
credit, and the members would each have to appear in person to take pictures and give
fingerprints and personal financial statements to each state licensing authority.
Additionally no license would be granted until all the members were vetted and
approved causing needless massive delay and confusion.

An agreement is in place between the DBAs and the LLCs,that all profits will be given
to the LLCs by the DBAs and Mr. Dilmaghani will not be compensated in any manner
for his services as licensee. Additionally the contract contains provisions which turn
over all rights of ownership in the business to the LLCs in the event the LLC members
vote to remove Mr. Dilmaghani. Finally each DBA and LLC has an interchangeable
agreement wherein all profits from the four entities will be pooled and shared amongst
the members.Additionally Rainmaker Managed Living,Mortgage Group,41505, LLC
will have a Tenancy In Common, [T.1.C.] security interest guaranty in multimillion
dollar commercial real estate properties in the New York City and Southern California
markets that are mortgaged by Rainmaker Managed Living,Mortgage Group,41505,
LLC.Your subscription is secured by the assigned T.LC. interest in the property until
you recieve full repayment at which time the T.LC. interest is re-assigned to
Rainmaker.Upon satisfactory payment of the mortgages placed herein the members of
the LLC will no longer have any interest in the property or the operations conducted
on the property.
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The Rainmaker Group operates two additional LLC entities which are the subject of
this program. Rainmaker Managed Living Mortgage Group 41505, LLC and
Rainmaker Managed Living SMHC Kings Park, LLC. These two entities are separate
and apart from the operating entities set forth supra. These two entities raise capital to
finance property acquisition for use by the Rainmaker Group of companies, Members
in these two entities have no ownership interest in the property and/or business.
Members in these two entities are holders of first position mortgages, which carry a 30-
year amortization and three-year payoff as describe in the program report. These
entities offer an exceptional payout over a three-year period. The members of these
entities are fully secured by a first position mortgage on the real estate utilizing such
mortgage funds.

REGISTRATION WITH
STATE OR FEDERAL SECURITIES AGENCY

The target, blind pool, first position mortgage program described herein is not
considered a public offering or a private offering of securities or a limited partnership
exempt from registration under any State or Federal securities act as the subscribers
herein are subscribers with full control over any property upon which a mortgage shall
be placed. It is the opinion of the managing member that based upon the fact that all
members in the Rainmaker Managed Living,Mortgage Group,41505, LLC will have a
Tenancy In Commen, [T.LC.] security interest guaranty in multimillion dollar
commercial real estate properties in the New York City and Southern California
markets that are mortgaged by Rainmaker Managed Living,Mortgage Group,41505,
LLC, the assigned T.L.C. interest in the property renders all subscribers as possessing
full control over any property upon which a mortgage shall be placed that such control
makes the subscriber a controlling member, not a passive investor under the laws of all
fifty (50) states, and renders any such registration under any Federal or State Blue Sky
registration or securities act non-applicable as this program is a Limited Liability
Company not a third party trust, limited partnership, stock offering or note offering.

WHAT IS INDEPENDENT, ASSISTED & ADULT LIVING?

Independent Living is for people who need no care. Assisted living facilities are for people
needing assistance with Activities of Daily Living (ADL) but wishing to live as
independently as possible for as long as possible. Assisted living exists to bridge the gap
between independent living and nursing homes. Residents in assisted living centers are not
able to live by themselves but do not require constant care either. Assisted living facilities
offer help with ADL such as eating, bathing, dressing, laundry, housekeeping, and assistance
with medications. Many facilities also have centers for medical care; however, the care
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offered may not be as intensive or available to residents as the care offered at a nursing
home. Assisted living is not an alternative to a nursing home, but an intermediate level of
long-term care appropriate for many sentors.

Rainmaker Managed Living, Mortgage Group,
41505, LLC,

Overall Objectives and Strategy

Investment Objective: Rainmaker Managed Living, Mortgage Group, 41505, LL.C, shall
hold first position mortgages on properties owned and/or managed by other Rainmaker
entities. The Rainmaker Managed Living, Mortgage Group, 41505, LLC, program seeks
favorable returns primarily through income from real estate investments as applied to
facilities owned by other Rainmaker entities. Rainmaker Managed Living, Mortgage Group,
41505, LLC, will not own the property. Rainmaker Managed Living, Mortgage Group,
41505, LLC, will hold a first position mortgage on the property only and upon satisfactory
repayment of such first position mortgage Rainmaker Managed Living, Mortgage Group,
41505, LLC, shall cease to have any conmection with the property or the operations
conducted on the property.

Investment Strategy: Raimmaker Managed Living, Mortgage Group, 41505, LLC, will
invest 100 percent of its assets directly in first position mortgages for facilities operated by
Rainmaker entities such as independent living, assisted living, adult living and nursing home
real estate owned and other real estate operated by Rainmaker entities only. Other than the
mortgage Rainmaker Managed Living, Mortgage Group, 41505, LLC, will have no other
interest in the property.

Rainmaker Entities are those Independent Living, Assisted Living, Adult Living, Life
Care and Nursing Home Facilities which are now or shall in the future be acquired
and/or operated by Rainmaker entities (see operation flow chart). Rainmaker
Managed Living, Mortgage Group, 41505, LLC, will “NOT” invest the funds of
Rainmaker Managed Living, Mortgage Group, 41505, LLC, held in escrow by the
managing member of Rainmaker Managed Living, Mortgage Group, 41505, LLC, in
any property which is not owned and/or operated by a Rainmaker Entity. ALL
INVESTMENTS MADE BY RAINMAKER MANAGED LIVING, MORTGAGE
GROUP, 41505, LLC, SHALL BE FIRST POSITION MORTGAGES ONLY UNLESS
SUBROGATED POSITIONS ARE AGREED TO IN ADVANCE BY A MAJORITY
OF THE MEMBERS. All RAINMAKER MANAGED LIVINGMORTGAGE
GROUP, 41505, LLC, funds will be held in an attorney’s trust account at Commerce
Bank, 1995 Broadway,New York, NY 10023.

Rainmaker Managed Living, Mortgage Group. 41505. LLC, is a blind pool mortgage fund
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which will hold first position mortgages on various assisted living, adult living and nursing
home facilities located throughout the United States primarily focused in New York City
and Southern California.

Rainmaker Managed Living, Mortgage Group. 41505, LLC,, plan of operation shall be to
operate in a manner designed to return to the member a total of 110% simple interest over
three years (36 Months). The plan includes 25% annual interest paid monthly from interest
only mortgage payments made by Rainmaker entities.

The mortgages initiated by the April 15, 2005, shall be three (3) year instruments with a
payout comprised of 35 monthly simple interest only payments and a 36th month final
payment consisting of an ETF Early Termination Fee of 35% and repayment of the
principle.

Each and every first position mortgage loan made by the LLC shall carry a special interest
only payment provision which will require an additional 35% ETF Early Termination Fee
above and beyond the full repayment of the original mortgage loan. Terms may be extended,
suspended, modified or renegotiated upon a vote of a 51% majority of members of record
after a vote is requested by the managing member as to any extension, suspensiomn,
modification or renegotiation.

Rainmaker Managed Living, Mortgage Group, 41505, LLC, will acquire first position
mortgages to finance assisted living facilities, life care contract facilities and nursing home
facilities owned and operated by other Rainmaker entities. These first position mortgages
will have a 30 year amortization subject to an ETF (Early Termination Fee) provision of 36
months resulting in a three year payout. There will be interest only payments in the first 36
months and a final payoff at the end of the 36th month. Thereafter the partnership will cease
to exist, unless extended by a vote of the members upon request from the managing member.

Rainmaker Managed Living, Mortgage Group, 41505, LLC, will execute a 30 year
amortized mortgage at 9.50 percent interest. The mortgage will be structured wherein the
Rainmaker entity which owns the property will pay to Rainmaker Managed Living,
Mortgage Group, 41505, LLC, on the first day of each month "ACCELERATED" interest
only payments of $25,000.00 per month for each One Million Dollars borrowed for a period
of 36 months. On the last business day of the 36th month the mortgage will be retired and an
early termination fee of 35% of the principle hereinafter referred to as the ETF will be
assessed.

On each One million Dollars loaned Rainmaker Managed Living. Mortgage Group, 41505,
LLC, will receive Three Hundred Thousand Dollars [$300,000.00] annually of which Two
hundred and Fifth Thousand Deollars [$250,000.00] will be distributed to the members. The
remaining balance will be used to manage Rainmaker Managed Living, Mortgage Group,
41505, LLC, and pay expenses.
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Upon termination at the end of the 36th month Rainmaker Managed Living, Mortgage
Group, 41505, LLC. will receive the principle of One Million Dellars {$1,000.000.00] and
the ETF of Three Hundred and Fifty Thousand Dollars. {$350,000.00]

The One Million Dollars [$1.000,000.00]} principal and the ETF of Three Hundred and Fifty
Thousand Dollars. [$350,000.00] will be distributed to Rainmaker Managed Living.
Mortgage Group, 41505, LLC, members accordingly pursuant to the number of units held in
the LLC.

GRANDFATHER CLAUSE FOR SUBSEQUENT LLC PARTICIPATION

Thereafter in the event any new MORTGAGE RELATED LLC is created the original members in the
existing LLC will be offered right of first refusal to subscribe for units before the units are offered to
new members.

WHO IS THE MANAGING MEMBER?

Rainmaker Managed Living, Mortgage Group, 41505, LLC. is managed by Alireza Dilmaghani,
Esquire, Attorney at Law. General Counsel with the Rainmaker Managed Livng, LLC, Corporate Legal
Department.

Rainmaker Managed Livag, LLC, Corporate Legal Department is located at 116 W, 23" Street, corner
of Sixth Avenue, Suite 500, New York, NY 10011. The area is known as Chelsea and is a hub of legal
and commercial activity in Manhattan.

EVIDENCE OF LLC MEMBERSHIP

Each member shall receive a certificate of ownership, carrying the “SEAL” of Rainmaker Managed
Living, Mortgage Group, 41505, LLC, as to the members subscription position(s) regarding number of
membership units held in Rainmaker Managed Living, Mortgage Group, 41505, LLC. These units may
be subscribed for by anyone. The units are suitable for IRA self managed accounts.

MEMBER VOTING RULES

Rainmaker Managed Living, Mortgage Group, 41505, LLC, shall submit all questions except the
placement of first position mortgages to a vote of the membership. A vote of 51% of existing members
shall carry a question submitted. Any less than 51% shall deem the question submitted rejected by the
members. Rejected questions may be resubmitted at any time according to the rules set forth herein.

RISKS & INDEMNIFICATION

The value of your units in the Rainmaker Managed Living, Mortgage Group, 41505, LLC, will not go
up and down based on the value of Rainmuker Managed Living, Morigage Group, 41505, LLC, assets
and the income the assets generate. All morigages shall be formulated to hold the value of the members
original subscription. ($25,000.00) per unit. In addition insurance polices may be used to further
solidify the safety of the members subscription. The potential risk associated is minimal based upon the
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experience and operating plan of the managing member,

RAINMAKER MANAGED LIVING, MORTGAGE GROUP, 41505, LLC,
BLANKET PROTECTION

Your risk is limited to the value of your units. Rainmaker Managed Living, Mortgage
Group, 41505, LLC, is a limited liability company and as such your risk is minimized
by the law of the State of New York as applied to Limited Liability Companies.

INABILITY TO WAIVE COLLECTION

Members in the LLC cannot waive monthly interest payments or any other quarterly, annual or final
mortgage payoff distribution. Checks are sent automatically to each member of record.

EVIDENCE OF MEMBERS POSITION IN ALL HOLDINGS

Each mortgage negotiated by Rainmaker Managed Living, Mortgage Group, 41505,
LLC, shall be filed in the name of Rainmaker Managed Living, Mortgage Group,
41505, LLC, with the applicable recording authority wherein the property is located.
Attached to the mortgage instrument filing made by Rainmaker Managed Living,
Mortgage Group, 41505, LLC, will be an addendum listing the names and addresses of
each member who holds an interest in Rainmaker Managed Living, Mortgage Group,
41505, LLC,

OPERATIONS CONSIDERATIONS

The Portfolio and the operations to be conducted by Rainmaker Managed Living, Mortgage Group,
41505, LLC, are subject to normal business caveats such as bankruptcy, and force majeure events such
as fires, natural disasters, acts of god, and terrorism events. If any of these events occur losses may
result. The managing member based upon his own expertise and the expertise of his staff has crafted a
business plan to anticipate and guard against such events as much as such events can be anticipated and
guarded against. The Rainmaker Managed Living, Mortgage Group, 41505, LLC, program will require
all tenants in mortgaged facilities under loans from Rainmaker Managed Living, Mortgage Group,
41505, LLC, to be fully insured and compliant with all Town, City, County, State, and Federal
regulations relating to any and all safety issues.

The issues include but are not limited to all federal, state and local laws and regulations relating to
environmental protection and human health and safety. These laws and regulations govern wastewater
discharges, air emissions, operation and removal of underground and aboveground storage tanks, use,
storage, and disposal of hazardous wmaterials, and the remediation of contamination associated with
disposals.

This liability is without regard to fault for, or knowledge of. the presence of such substances. A
landowner may be held liable for hazardous materials brought onto the property before it acquired title
and for hazardous materials that are not discovered until after it sells the property. Similar liability may
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occur under applicable state law.

Additionally, the presence of these substances or the failure to properly remove these substances may
affect the ability of the members to sell or rent a Property or to use a Property as collateral for future
refinancing of the Loan. Rainmaker Managed Living, Mortgage Group. 41503, LLC, does not make any
representations to the members regarding the absence of hazardous substances on any property. It is
anticipated that the due dilgence of the Managing member in the mortgage placement process will reveal
any such substance and result in the rejection of the mortgage by the managing member.

If any hazardous materials are found at any time within any portion of a Property in violation of law,
Rainmaker Managed Living, Mortgage Group, 41505, LLC, may be jointly and severally lable for all
cleanup costs, fines, and penalties. This potential liability will continue afier the owner or tenants sell
their interests and may apply to hazardous materials present within a Property before the owners or
tenants acquired their interests. The presence of hazardous substance contamination could adversely
affect the financial viability of a Property and, in extreme cases, a Property could be rendered worthless
and Rainmaker Managed Living. Mortgage Group, 41505, LLC, could be obligated to pay cleanup
costs, It is anticipated that the due dilgence of the Managing member in the mortgage placement process
will reveal any such substance and result in the rejection of the mortgage by the managing member.

Rainmaker Managed Living, LLC, April 15, 2005, will use every reasonable investigatory tool at its
disposal as part of the Rainmaker Managed Living, Mortgage Group, 41505, LLCs business plan in an
effort to determine if such hazards exist. It is of the opinion of the managing member that this potential
tiability will not occur.

RAINMAKER MANAGED LIVING, MORTGAGE GROUP, 41505, LLC
APRIL 15, 2005
IS NOT A TAX SHELTER

Rainmaker Managed Living, Mortgage Group, 41505, LLC, is a profit making venture and will offer
very little tax benefits to the members as applied to sheltering active or passive income. Rainmaker
Managed Living, Mortgage Group, 41505, LLC, will invest in first position mortgages which may offer
some tax benefits and should such tax benefits materialize they will be passed through to the members
according to equal division rules regarding number of units held divided by number of members of
record at the time of the pass through.

LIQUIDITY OF UNITS

Rainmaker Managed Living, Mortgage Group, 41505, LLC, will repurchase and/or arrange liquidation
of any amount of units from a member at any time after activation of Rainmaker Managed Living,
Mortgage Group. 41505, LLC (activation is described as full subscription of all $25 Million dolars in
units) and completion of placement of the total $25 million dollars in first position mort gages.

In certain events wherein all the funds in escrow have been used to purchase first position mortgages in

properties, the managing partner may be forced to borrow against a property or resell units tendered to
third parties causing a possible delay in redeeming units for cash.
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The member may sell units to another person or entity without the approval of Rainmaker Managed
Living. Morttgage Group, 41505, LLC, as long as an offer to purchase is first made to Rainmaker
Managed Living, Mortgage Group, 41505, LLC, and its managing partner and all members of record
through the e-mail communications system. In the event of an offer under right of first refusal the
managing member shall have first option and thereafter the equity partners shall have first come, first
served option for a period not to exceed ten (10) business days from the time the redeeming member
offers the units for repurchase on the e-mail conumunications system.

VISITING FACILITIES

Rainmaker Managed Living, Mortgage Group, 41505, LLC. members are encouraged to visit
facilities wherein Rainmaker Managed Living, Mortgage Group, 41505, LLC, holds mortgages.
Members are requested to keep in mind that clients come to Rainmaker facilities under the exclusive
Tenancy in Common (TIC) program to retire in luxury and with the sense of security only Rainmaker
can offer. These clients pay Rainmaker entities a minimum of $250,000.00 to retire in a carefree setting
with no distractions. Rainmaker clients also demand security and peace and quiet. Rainmaker facilities
are distinct in that they are not open to the public. We discourage any visit to any facility unless
management is aware of the visit. We understand that members (or prospective members) of the
Rainmaker Managed Living, Mortgage Group, 41505, LLC, may have a desire to visit facilities as they
are placed in the Rainmaker Managed Living, Mortgage Group, 41503, LLC, portfolio of mortgage
assets.The Rainmaker entities which own the facilities have a guided visitation program wherein
prospective or current members of the Rainmaker Managed Living. Mortgage Group, 41505, LLC, will
be taken to a facility by management staff after presenting themselves at our law firm offices in New
York or Los Angeles. There are no exceptions to these rules as we have a contract regarding these
security measures with our clients that we must abide by. If you are seriously considering a visit to a
Rainmaker facility, please call the East Coast or West Coast offices to arrange for a tour.

E-MAIL COMMUNICATIONS SYSTEM

All communications regarding mortgage sale and/or acquisition or repurchase of units or general
business between the members and the managing member and Rainmaker Managed Living, Mortgage
Group, 41505, LLC, will be via the Rainmaker Managed Living, Mortgage Group, 41505, LLC,E-Mail
communications system.

MORTGAGEMEMBERS @ AOL.COM

Each and every member of Rainmaker Managed Living, LLC, April 1, 20085, is requested to
maintain an E-mail account and report such E-mail address to Rainmaker Managed Living,
Mortgage Group, 41505, LLC, and the managing member. Distributions of all reports and
transactions except for monetary payment transactions will be via the E-mail
communications systems. In the event a member desires mail only in place of the e-mail
system the member is advised that he/she/it will receive their reports and advisements in a
fashion much slower than other partners who utilize the e-mail system. Any delay, inability
to record a vote, or loss due to the slow movement of surface mail. is the sole responsibility
of the partner.

http://www.rainmakerlifecare.com/rainmakermorteaselic/varte-ein ramae b SN
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Rainmaker Managed Living L1C

DEATH OF A MEMBER OR
DISPUTE REGARDING A MEMBER

In the event a member's shall become incapacitated or deceased, the member's interests shall
be first governed by the members will or written directive and thereafter subject to the
intestacy laws in the member's state of residence. In the event of any dissolution of a
marriage, partnership, business relationship, or any type or form of legal dispute for any
reason whatsoever, Rainmaker Managed Living, Mortgage Group, 41505, LLC, shall not be
held responsible except for the original investment value per unit for units subscribed, and
any accamulated interest or distribution to date which has yet to be distributed.

During the transition phase of the estate or dissolution, all interest payments and quarterly
distributions or distributions from a sale or transfer of a property shall continue to the estate
trustee or court ordered trustee. If no such trustee is appointed, such funds will be distributed
in accordance with the directive of any court having control upon application by the
managing member to the court for an order of distribution.

PAYMENT TRANSACTIONS

The sending or receiving of any cash, check, money order or monetary instrument either to
or from the managing membershall be by United States mail or a generally recognized
commercial package courier. Payments sent by the managing partner shall be sent to the
address listed on the last page of this report (the subscription page) and payments sent to:

Rainmaker Managed Living
Mortgage Group 41505 LLC,
Rainmaker Managed Living, Corporate Law Department,
116 W. 23rd Street, Suite 500,
New York, New York, 10011,

CONSTRUCTION OF THIS DOCUMENT

Rainmaker Managed Living, Mortgage Group, 41503, LLC, is organized under the Limited
Liability Company Act of the State of New York and will be governed by same. In the event
Rainmaker Managed Living, Mortgage Group 41505 LLC, shall utilize 2 DBA in
connection with activities engaged in by Rainmaker Managed Living, Mortgage Group,
41505, LLC, such DBA shall also be governed by the laws of the State of New York. Any
portion of this document held unenforceable by a court of law shall not affect the surviving
portions of the document. Any changes in the management rules of Rainmaker Managed
Living Mortgage Group 41505 LLC. shall be approved by majority vote of the members of
record at the time the change is presented for an approval vote.

http:/fwww, raimmakerlifecare.com/rainmakermnrtos oallofmertnenchion_man mm Lo Ciemmer
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Rainmaker Managed Living LLC

THE REPORT IN ITS ENTIRETY

This report constitutes the agreement between the members and the managing
member in its entirety. No other verbal or written representation is of any force or
effect.

QUESTIONS
In the event you have any questions, please feel free to call:
646-375-2348
Dated: April 15, 2005
/s/ Alireza Dilmaghani

By:
Alireza Dilmaghani
Managing Member
Rainmaker Managed Livng
Corporate Legal Department

116 W. 237 Street, Suite 500
New York, NY 10011
646-375-2348

htto:/iwww . rainmakerlifecare.com/rainmokpemmrmtpanallnfapeto snehin wam s o e
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Rainmaker Managed Living LLC

RAINMAKER MANAGED LIVING, MORTGAGE GROUP, 41505,
LLC

A New York Limited Liability Company
April 15, 2005
Subscription Agreement
Rainmaker Managed Living, Mortgage Group, 41505, LLC
A New York Limited Liability Company

The undersigned hereby subscribes to purchase membership unit(s) in the amount of $
25,000.00. | understand that proceeds from this Subscription Agreement will be used by Rainmaker
Managed Living, Mortgage Group 41505, LLC, to purchase first position mortgages in Real Estate to be
used for assisted living, adult living or nursing home operations operated by Rainmaker entities only and
for no other purpose.

1 have tendered with this agreement the sum of THOUSAND DOLLARS as payment
(Check No: } {Leave blank if funds are wired]

1 have read the operating agreement and program report for the Rainmaker Managed Living, Mortgage
Group 41505, LLC, and agree to all of the conditions contained in the operating agreement for
Rainmaker Managed Living, Mortgage Group 41503, LLC, {(New York) and agree to be bound by same.

This Subscription Agreement, together with the conditions contained in the operating agreement for
Rainmaker Managed Living, Mortgage Group 41505, 1LLC constitutes the entire agreement between the
parties, and supersedes any prior written or oral agreement(s).

T understand that my monthly interest checks will be sent by First Class U.S. Mail on the last business
day of the month and may take 3 to 5 days for delivery coast to coast.

MAKE YOUR BANK CHECK PAYABLE TO: RAINMAKER MANAGED LIVING, LLC, and
EXPRESS MAIL TO: Rainmaker Managed Living, LLC, 116 W, 23rd Street, Suite 500, New York, NY
10011 (646) 375-2348

MEMBER INFORMATION:

Members Name'(s):

http:/fwww.rainmakerlifecare com/rainmakermorteagellc/sihscrintinn.norepment frm &IOINNG
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Ruinmaker Managed Living L1.C

Members Address:
Members City/State/Zip:
Members SS#:

Members Telephone/AC:

| submit

httnuraras rainmalkarlifecare cnmifrainmabsrm

alinfenbeonin =~ ~ »
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ADDENDUM SEVEN
TITLE REPORTS

[ TiTLESEARCH.COM | operty Rep

125 W MAIN ST, KINGS PARK, NY 11754-1607

County: SUFFOLK NY Census Tract: 361031347.049003
Property Use:  Homes (retired: handicap. rest; convalescent: nursing) Zoning:
Parcel Number:  0800-012,00-02.00-010.000 Thomas Bros Pg-Grid:

Owner Name: SMAH CORP Assessment Year: 2004
Care Of Name:
Mailing Address:121-125 W MAIN ST, KINGS PARK, NY 11754-1607

Assessment Year: 2004 Market Value Year Tax Rate Code Area: 473405
Assd Land Value: $535 Market Land Value: Tax Year: 2004
Assd improvement: $15.375 Market tmprovment Value: Total Tax Amount: $20,898
Total Assessed Value: $15910 Total Assessor Market Value: Deliquent Year:
Assessee Name: SMAH CORP Tax Account ID: 00010000
Mailing Address: 121-125 W MAIN ST Homeowner's Exemption:

KINGS PARK, NY 11754-1607 Tax Exemptions:

Abbreviated Description: 12.-2-10*1651 L 1 & PT L 2 NINEVIEW
City/Muni/Twp: SMITHTOWN

Lot Size: 30,056 SF Bedrooms: Pool:
Building Area: Baths: Fireplace:
Year Built: Partial Baths: Type Const:
Number of Buildings: Number of Rooms: Ext Walls:
Number of Units: Garage Type: Heating:
Number of Stories: Number of Cars: AC:
Style: Basement: Foof Cover:
Foundation: Elevator:

above. In addilion o any recent sales data and mortgage information. it will inciude, where availablz, the physical
characieristics of the property.

Information regarding the physical characteristics of a given property, such as iving atea, year built. badrooms baths ete... and
pravious sales infonmation are obtained from public record and reported a5 5. As such, they will vary in content and
compielenass from epunty 10 county and state 1o state

o
18

subyect o ey

htrne unaea fitlacaarch camiNAOR~hmintaad A TR b



Property Detail Report

For Property Located At

125 W MAIN ST, KINGS PARK NY 11754-1607

Owner information:
Owner Nare

Mailing Address:
Phone Number:
Location information:
Legal Descrption:
County:

Census Tract/Block;
Township-Range-Sect:
Legai Book/Page:
Legal Lot

Legal Block:

Market Area:

Neighbor Code:

SMAH CORP

335

121-128 W MAIN ST, KINGS PARK NY 11754-1807 G013

Vesting Codes:

13-520078 TC-63 "16581 L 1 & PT L 2 NINEVIEW
APR:

SUFFOLK. NY
134704 ;@

1Q
2

Owner Transfer Information:

Recording/Saie Date:
Sale Price:
Document #:

!

Last Market Sale information:

Recording/Sale Date:
Sale Price:

Sale Type:

Document #:

{eed Type:

Transter Document #:
New Construction:
Title Company:
Lender:

Selter Name:

Prior Sale information:
Prior Rec/Sale Date:
Prior Sale Price:
Prior Document #:

09/21/1983 ¢
$225,000

9426-245
BARGAIN & SALE DEED

Prior Deed Type:

Property Characteristics:

Gross Area: Parking Type:
Living Area: Garage Area:
Tot Adj Area: Garage Capacity:
Above Grade: Parking Spaces:
Total Rooms: Basement Area:
Bedrooms Finish Bsmnt Area:
Bath({F/H): / Basement Type:
Year Built / B / Roof Type:
Fireplace: Foundation:

# of Stories: Roof Material:

Other Improvements:
Site information:

Zoning: Acres:

Flood Zone: X Lot Area:

Fiood Panet: 3608100344G Lot Width/Depth:
Flood Panel Date: 05/04/1908 Res/Comm Units:
Land Use: NURSING HOME

Tax Information:

Total Value: $15810 Assessed Year:
Land Value: $535 improve %o
fmprovement Value:  §15375 Tax Year:

Total Taxable Value:

Transaction History Report

For Properly Located At

125 W MAIN ST, KINGS PARK NY 11753-1607
TRANSACTION HISTORY

History Record #:
Sale:

Sale Recording Date:
Sale Date:

Rec. Document #:
Document Type:

1
09/2171983

9429-245
BARGAIN & SALE DEED

Alternate APN
Subdivision

Mayp Reference:
Tract #:

Schoeol District:
Munic/Township:

Deed Type:
15! Mtg Document #:

15t Mig Amount/Type:
15! Mg int. Rate/Type:
15! Mig Document #:
204 Mtg Amount/Type:
27 Mitg int, Rate/Type:
Price Per Sqft:

0800-012-00-02-00-010-000

12 /0800-012

473405
SMITHTOWN TOWN

BMuiti/Split Sate: MULTIPLE
Prior Lendern:
Prior 15! Mtg AmyType: /
Prior 15! Mig Rate/Type:  /
Construct Type:
Heat Type:
Exterior wall:
Porch Type:
Patio Type:
Pook:
Alr Cond:
Style:
Quatity:
Condition:
0.69 County Use:
30,056 State Use: HOME FOR THE AGED
X Site Influence:
i Sewer Type:
Water Type:
2003 Property Tax: $20,898.23
087% Tax Area: 473405
2004 Tax Exemption:
Sale Price: $225,000
Sale Price Type:
Multi/Spiit Sale: MULTIPLE

Other Document #:

hein/amny titlacaarch cnm MENS e hmint oo 6 TS hros
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Titte Compary:
Buyer: SMAH CORP
Seller:

O 125 W MAINST $15.910 30.058 SF

08 3 COUNTRY LANE DR $5.180 10.890 SF
.04 2 COUNTRY LANE DR $4.990 14,810 §F
04 114 W MAIN ST §3,475 10,890 SF
04 110 W MAIN ST 85,240 13.088 SF
.05 4 COUNTRY LANE DR $5.630 10,890 SF
.05 5 COUNTRY LANE DR $5,120 10,890 SF
.07 6 COUNTRY LANE DR $5475 13.068 SF
.07 1CEDARSTN $6.145 13,504 §F
08 80 FT SALONGA RD $4.880 10,880 SF
08 3CEDARSTN §7.155 12,197 SF
08 7 COUNTRY LANE DR $7.600 10.890 SF
08 121 W MAIN ST $8.435 17,424 &F
09 2CEDARSTN $5.083 12,197 §F
.08 8 COUNTRY LANE DR $5,130 13,068 SF

The Subject Property of 125 W MAIN ST, KINGS PARK, NY 11754-1607 is in Zone X and is considered to be QUT of the
Special Flood Hazard Area {SFHA).

AN AREA THAT IS DETERMINED TO BE OUTSIDE THE 1% AND 6.2% ANNUAL CHANCE FLOODPLAINS.

The flood information contained in this repori was oblained from maps provided by the Federai Emargency Management
Agency [FEMA Whenever possible we will repori # the sublect o'aucrty s inside or outside of 2 100 year Fiood Hazard Area
These areas are defined as ateas that have 4 one percent {19 of being alfectad by & signiboant
Hood

The floud information contained in this repart is merely a preliminary review intended 1o provide the buyer. seiler or agent
guidance and general proximity of the subject property in relation 1o the 100 years flood hazard area. The buyer shouid obtain
exact specific information from the selfier or agent prio 1o finalizing his decision regarding the purchase of a given property

1 41Mi FRANK & SON i 148 MAIN ST
SQG_RCRISO:RCRIS -Small Quantity Hazardous Waste
Generator or Other Facility

SQG_RCRISO

Persons or tacility generating 220-2200 pounds {or 100-1000 Kg) per month of hazardous waste: are required to keep more
records than conditionally exempt generaiors. The largest category of hazardous waste generators, SQGs, include automotive
shops, dry cleaners, photographic developers or other facilities: bumer. gas tanks car oil.underground injection control etc

httmefasas ritlacearch comNANR s hminbau A 1S e
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ADDENDUM EIGHT

REPORT FROM CLIENT:
I,.. IR T ~ I3 " SQENT ATV
Meeting wih 1. Comvan NTERVIEW WITH COMPANY REPRESENTATIVE
6:14/08
2:00pm - 3:40pm

Floor leased by Clinton and Clinton Attorneys at Law

Furman Law Firm sub-leases part of floor. Wall signs by elevators.

Main receptionist not directly connected to Furman/Rainmaker. No visible business
cards of any kind.

Two other men and two women present in association with Furman Law
Firm/Rainmaker:

The two women in the office were “convention girls™. They were learning about all the
different investments, e.g. IRA’s, 1031 exchanges, stock market options, etc., so that
when they met with potential investors at conventions, they could make suggestions on
how to transfer those investments into Rainmaker investments,

One guy was George, JI's brother, not sure what he was doing.

The other guy was Scott (7) who they brought in from Arizona as a consultant (can’t
remember for what). He’s a retired attorney (didn’t look that old).

Name mentioned: Tom Simon — Consulting doctor in New York

13 is currently Hving in a condo in San Pedro, ocean view. Planning on selling within
next 12-18 months for big profit. Recently was in Des Moines (pretty sure) for family
reunion. Two brothers and one sister did not attend, both parents did.

No business cards available — Furman Law Firm can’t be used anymore, they’re making
new ones with Rainmaker info

Told JJ Josh had an old friend with a lot of money that... didn’t let me finish, just said,
“Tell him to call me.”

Raised 10+ million in “partnership”™ phase - 25% annual return paid monthly + quarterly
dividends when beds are sold. 30-year contract, but Rainmaker expected to go public or
be bought between § and 8 vears.

“Membership” phase — 110% retarn over 3 vrs. 25% first yr. 25% second vr., 25% third
vr., 35% lump (7).

Currently researching best way to proceed. Original thinking was to by presently
operating facilities and change system to Rainmaker’s system. New thinking is to build
from scratch, which would allow bed sales to begin at groundbreaking. Pre-sales at
$250k, $495k after. Beds are “owned™ by buyer for the rest of their life or at a
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hypothetical cost of $38000:mih. For example: if'a buver passes away afler only 13
months, then their estate would receive $146k back

J s trying to convince Sid. et al to not sell beds at King's Harbor, but to keep it as a
nursing home facility for bed owners to go 1o once they need more help than the assisted
living facilities are offering. No additional charge. bed location just changes.

La Habra facility has HUD loan that can’t be paid off unti} 2007(?) which 15 why it hasn't
closed escrow vet. Thev are trving to figure out how. if possible, to get around that.

One of phone conversations that | listened in on (he took all of his calls while | was
there): Investor named Winnie (sounded like) who has at least $250k is planning on
putting in another $150k on Friday. She was also asking about taking money out if
necessary. JJ explained that she could take money out at any time, however, if the money
hadn’t been in for over a vear, then she would have to “give back” 12.5% of her returns.
To pull money out, all she had to do was call Sid and allow up to 72 hours.

Mentioned Sid as being huge guy, 6°6™.

[ threw out that [ would love to go New York and check things out. Fe said, ™ Tell me
when and I'll have an attorney pick you up at the airport, give yvou a tour of the office and
of the facilities {operating and in escrow/under inspection). You can meet Sid, Alireza,
etc.”

In regards to Ed Showalter/HighPark:

Investor(both in Rainmaker and Highpark) called while I was there to talk about property
that was scheduled to close on July 22™ Wanted to invest profit into Rainmaker.

JJ has not been bringing Ed any new investors for this entire year because of Ed’s poor
business management. Almost everyone JJ brought to him at end of last vear is calling
JJ, because they can’t get a hold of Ed and Ed’s office is not returning calls because they
don’t know anything, to find out what the deal is. JJ said Ed will be back next week from
China, where he was negotiating cement deals, and that he would set up a face to face
between Ed and 1. If Ed doesn’t say what I want to hear, | should request my original
investment of $50k 1o be returned immediately. 1f Ed doesn’t follow through, JJ will
help me get the money back. (He won't let Ed make him look bad.)

1 drove by the property in San Clemente. It had a dumpster in front, weeds were
overgrown everywhere, the roof had been removed (just framing there), roof tiles were
stacked along side of wall, and the doors were all open or untocked. The interior had
been gutted and there was new framing throughout, but no drywall, ete. 1 found a permit
issued to Ed Showalter for the property: Permit No. 0404160 or 04-4 160, Deseription of
work: Interior demo throughout dwelling; remove roof covering: {(E} ply sheathing to
remain. Date 12/23/04. BMP/water quality inspection on 12/30/04, inftialed TH.



339

Stopped by county records building: property owners histed as Gary and Michele
Silverman. Also drove by Highpark office in Gardena: industral butlding, gated, no
attendant to open gate at 4:20pm.
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ADDENDUM NINE
Li1STOF LLC MEMBIERS

RAINMAKER MANAGED LIVING LLC
Members of Record as of March 23,2005

Mr. Alireza Dilmaghani
C/O Furman Law Firm
116 W. 23" Street

Suite 500

New York, NY 10011

M. Siduey Levine
C/0 Furman Lew Firm
116 'W. 23% Street
Suite 500

New York, NY 10011

Levine Family Trust

FBO Loannz and Mark Levine
C/O Fummen Law Firmo

116 W. 23" Street

Suite 500 i

New York, NY 10011

Rainmaker Employee Retirement Trust
C/0 Formam Law Firm :

116 W. 23™ Street

Suite 500

New York, NY 10011

Forman Law Firm Employee Trast
C/0O Parman Law Fim

116 W, 23" Street, Suite 500

New YVork, NY 10011 )

Quest Group Private Pension Fund
C/0 Forman Law Firm

116 W. 23™ Street, Suite 500

New York, NY 16011

My, James J. Conway

C/O Purman Law Firm

116 W. 23™ Strset, Suite 500
New York, NY 10011
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Tr, Cedric Lucas
/0 Furnan Law i
116W. 23% Sirest
Suite 500

New York, NY 10011

Dr. Catby Goodman
C/O Furmsan Law Firm
116 W, 23" Street
Suite 500

New York, NY 10011

Mrs. Rackel Goodmsn
C/O Furmen Law Fim
116 W, 23™ Sivect

Suite 500

New York, NY 10011

STEVEN WALL and JENNIFER WALL
(/0 Furman Law Firm

116 W. 23% Street

Suite 500 ,

New York, NY 10011

Mrs. Midge Seitz

C/0 Furman Law Firm
116 W. 23™ Street
‘Suite 500

New York, NY 10011

Mr Edwin Bieler
Mrs. Betty Bieler

C/Q Furman Law Firm
116 W. 23™ Street
Suite 500

New York, NY 10011
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Nir. Tom Dawsen JILAL
C/0 Furmen Law Firm

116 W.23% Strest

Suite 500

New York, NY 10011

Mrs. Sandra Dawson {IRAD
C/O Furmean Law Fim

116 W. 23™ Strest

Suite 300

New York, NY 10011

New Adventure Holdings LL.C.
C/O Farman Law Firm :
116 W. 23" Street

Suite 500

New York, NY 10011

Wir. Dominick Mellace
C/O Furmen Law Firm
116 W. 25% Street

Suite 500

New York, NY 10011

s, Erendira Cronkhite
C/O Farman Law Firm
116 W. 23™ Street

Suite 500

New York, NY 10011

Mr. Thomas Osbeck {LR.A.}
"C/O Furman Law Fimn

116 W, 23™ Street

Suite 500

New York, NY 10011

Ms, Susan Curtis
C/O-FPorman Law Firm
116 W, 23 Street
Suite 300 4
New York, NY 10011
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Wir, James T, Lang
C/0 Furmean Law Firm
116 W, 23% Street -
Suite 500

New York, NY 10011

Mz Karan O Wishimura
C/O Furmoan Law Firm.
116 W. 23™ Street

Suite 500

New York, NY 10011

Mr. Panl Hediba
‘C/O Furman Law Firm
116 W. 23® Street
Suite 500

New York, NY 10011

s, Nanci Lewis

C/0 Farman Law Firm
116 W. 23™ Strest
Sulte 500 .

New York, NY 10011~

Mr. Bryan Tully

C/O Furman Law Firm
116 W. 23" Street
Suite 500 \
New York, NY 10011

Mrs, Leona Jo Helvey -
-C/Q Furman Law Firm
116 W. 25" Street.
Suite 500 ]
New York, NY 10011

Mus, Leona Jo Helvey {LR.AL}
/O Furman Law Firm

116 W. 23" Street

Suite 500

New York, NY 10011



344

Mr. Richazd Helvey [TR A}
C/0 Farman Law Fim

116 W. 23% Street

Snits 500

New York, NV 106011

Rey Mor Enterprises ine
C/0 Furman Law Firm
116 W. 23™ Street

Suite 500

New York, NY 10011

My, Darwin L, Tutte
C/Q turman Law Firm
116 W. 23™ Street
Suite 500

New York, NY 10011

Mz, Joshua Jonte
/0 Parrnan Low Firm
116 W. 23" Streset -
Suite 500

New York, NY 10011

Mr. Gerald Jonte

C/0 Furman Law Fim

116 W. 23" Street

Suite 500 .
New York, NY 10011

My, Harold P, Schwartz
C/O Furman Law Firm
116 W. 23*° Street

Suite 500

New York, NY 10011

Mr. Ken Goldman
C/O Furman Law Firm
116 W, 23° Strest
Suite 500 ,

New York, NY 10011



345

Is, Terri -Loc Jones S
C/O Purmen Law Fixm

116 W, 23" Street

‘Suite 300

New York, NY 10011

Mr. Michael Martinez
C/O Furman Law Firm
116'W. 23 Street
Suite 500-

New York, NY 10011

Ms, Cristing J. Tuttle
C/O Purmoan Law Firm
116 W. 237 Strest -
Suite 500

New York, NY 10011

M. Robert Domino {LR.A}
C/CO Furman Law Firm

116 'W. 23" Streat

Suie 300 - .

Ncw York, NY 10011

Hanh N, Hayasl:uéa

[Alston Tetsuo Hayashz&afSu'wvor}
/0O Furman Law Fimo

116 W. 23% Streat

Suite 300

New York, NY 16011

‘M. Simon Dxenciol
C/O Fumman Law Firm
116 W.23% Street . .
Suite 500
New York, NY 10011

Mr. William Slagg
C/0 Furman Law Firm
116 W. 23% Street
Suite 500

New York, NY 10011
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Mr, Bector York

/0 Furman Law Fum
116 W. 23 Street
Stz 500

New York, Y 10011

M. Laura York

C/0 Furman Law Firm
116 W. 23™ Strest
Suite 500-

New York, NY 10011

Mr. Ronald Horowitz
C/O Purman Law Firm
116 W. 23" Strest

Suite 500 ,
New York, NY 10011

Ms, Michelle Ramelot
C/O Furman Law Fimm
116 W, 23™ Street
Suite 500

New York, NY 10011

Mr. James and Mrs. Judy Saso
C/O Furman Lew Firm

116 W. 23™ Street

Suite 500 - )

New York, NY 10011

Oreck Family Trust
-C/0 Purman Law Firm
116 W, 23" Street

Suite 500 .
New York, NY 10011

My, James and Mrs Diane Johnson
C/O Furman Law Firm ‘

116 W, 23" Street

Suite 500

New York, WY 10011
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Mr. Gary Strobel

/0 Furman Law Fiom
116 W. 23™ Strest

Suite 300

New Vork, NY 10011

Mr. Gordon and Mrs. Patricia McGrane
(/0 Furmap Law Fiom

116 W. 23" Street

Suite 500-

New York: NY 10011

Mr. A. Albert and Mrs. Barbara Restum
/0O Furmpan Law Firm

116 W. 23" Street

Suite 500

New York, NY 10011

Keystone Investments
C/O Furman Law Firm
136 W. 23" Street

- Snite 500
New York, NY 10011

Mr. Ronald and Mrs. Donna McNavghion
C/O Furman Law Fom

116 W. 23 Street

Suite 500

New York, NY 10011

Mr. George and Virs, Jennie Conway
-.C/O Furman Law Firm

116 W. 23 Street

Suite 500

New York, NY 10011

Ms Wingie Lee

C/O Furman Law Firm
116 W, 23 Strest
Suits 500,

New York, NY 10011
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W, Kamysr Matamedi L
CJO Furman Law Fum

116'W. 237 Strest

Suite 500 E

Mew Yark, NY 10011

Amberway Egnities
C/O Furman Law Firm
116 W. 23" Street
Suite 300

New York, NY 10011

Mzr. Don DesBelus
C/0 Furmman Law Firm
116 W. 23™ Street
Suite 500

New York, NY 1001!

Surety Venture Capital
C/0 Purrnan Law Fion
116 W. 23" Strest

Suite 500

New York, NY 10011

Wr. Panl Swift

C/O Furman Law Firm
116 W, 237 Strest
Suite 300

New York, NY 10011

Mr, Chad snd Mys. Justine Restum
~C/0O Furman Law Firm

116 W. 25™ Street

Suite 500

New York, NY 10011

Mr, Desn and Virs. Julie Ann Restum
C/O Purman Law Firm ‘

116 W, 23™ Street

Suite 500

New York, WY 10011
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Mrs. Sheri and Mr. Mark & _os
C/0 Furmean Lew Firm

116 W. 237 Srrest

Suitg 500

New York, Y 10011

Mrs. Karma and Mr. Daniel Conway
(/0 Furman Law Firm

115 W, 23™ Sureat

Suite 500

New York NY 10011

Ms. Jaimey Garrett
C/0O Furman Law Firm
115 W. 257 Street

Suite 500 ,

New York, NY 10011 -

Mz, Joseph Cozza
C/Q Furmnan Law Firm
116 W. 23% Street
Sulte 5300

New York, NY 10011

The Willock Family Revocable Trust
‘C/O Purman Law Firm

116 W. 23 Street

Suite 500 ,

New York, NY 10011

FUTURE MEVIBERS TG BE ADDED
PRIOR TO PROPERTY CLOSING OR
FINAL PARTNERSHIP CLOSING DATE.
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ADDENDUM TEN
SUNKEN MEADOW PHOTOS
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ADDENDUM ELEVEN

WEB SITE OF RAINMAKER REALTY

Joimng Rainmaker

Residential Property

Commarcial Prapeny

Financing

g

o

oy

hutp://rainmakerrealty .org/index.html

5
f
7

WHY PAY
HIGH
COMMISSIONS
WHEN
RAINMAKER
WILL SELL
YOUR
PROPERTY
FOR ONLY 4%

Heilo my name is
Alireza
Dilmaghani, and |
am the principal
broker at
Rainmaker Realty.
I am also an
attorney at law and
General Counsel of
the Furman Law
Firm in New York
City.lama
licensed real
estate broker in
the State of New
York.

&/137005
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I found in my faw
practice that many
people were
coming to the
office for legal
assistance based
upon the fact they
tried to sell their
property as a
F.S.B.O. [For Sale
By Owner] only to
run into many
problems
associated with
the transfer of the
property and
financing of the
property.

My clients ended
up spending many
thousands of
dollars more in
legal fees to fix
their sale and
closing problems
than they would
have spent in
commissions to
have the property
transaction
handled by a
professional.

I created
Rainmaker Realty
to be the first Real
Estate firm of it's
kind to make
buying and selling
simple. Rainmaker
Realty handles
everything for you.

6/13/2005
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As you will see on
the following
pages our services
far exceed the
services offered by
the competition
and we charge a
maximum of 4%
commission.

Thank you for
taking the time to
visit my web site.
Please feel free to
contact myseif or
my staff by calling
646-375-2348 (Toll
call to New York
City)

H/13200%
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Ruinmaher Realty

The Rainmaker

Realty Team
- hires and trains
Residential Droperty New York State
Commarcial Property licensed real
TEmancng estate s_ales
people in all

areas of the
State of New
York.
Salespeople
who are newly
licensed or with
years of
experience are
encourage to
join the team.

Rainmaker is
tooking for full
or part time
people. We are
an Equal
Opportunity
Employer. Our
compensation
program
includes a
generous
commission
package as well
benefits after a
minimum
employment
period.

The Rainmaker
Realty program
allows you to
work from your
home or office

httpe/frainmakerrealty org/ wsn/page? htmi YR
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while under the
direct
supervision of
the principal
broker Alireza
Dilmaghani.

if you are
interested in
joining the
Rainmaker
Realty Team
please e-mail us
today or cali
646-375-2348

6/13/2005
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Joining R

Commarcial Property

Financing

http://vainmakerrealty.ora/ wsn/page3 htnl
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Rainmaker
Realty
specializes in
Single Family,
Duplex, Multi-
Family and
Apartment
properties. We
accept listings
for any type of
sale, including
transfers,
estates,
foreclosures,
swaps, leasing,
rentals, fire
damage, natural
disaster
damage,
divorce, and
much more.

The highest
commission
you will ever
pay for our
services is 4%
onsalesand 1.5
months on
residential
leases.

Rainmaker
provides much
more than the
average realtor.
Rainmaker selis
your home, and
should you so
desire
Rainmaker will

ATl ety
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http-/frainmakerrealty org/_wsn/page3 himi
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also arrange all
the financing,
[Conventional
and Creative] as
well as arrange
for the closing
with assistance
from
experienced
real estate
attorneys. If you
are leasing or
renting
Rainmaker
Realty will
manage the
property for a
small monthly
percentage and
even guarantee
the rent.

One call does it
all.

SIVTINNS
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Home
Juining Rainmaker

Residentiand Mroperty

Financing

http://rainmakerrealty.org/_wsn/paged. himl
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Rainmaker Realty
specializes in
vacant land for
commercial use,
freestanding single
commercial
buildings, strip
malls, plazas,
medical offices,
office
buildings,industrial
sites, and any
other type of
commercial or
indistrial property.
We accept listings
for any type of
sale, estates,
foreclosures,
swaps, leasing,
rentals, fire
damage, natural
disaster damage,
divorce, and much
more.

Our legal
department at
Rainmaker Realty
will assist you with
any litigation
associated with the
property including
zoning problems,
E.P.A. cleanup or
superfund issues,
tenant issues or
financing
problems.

Rainmaker Realty

AITNONR
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is the only Real
Estate firm in the
State of New York
that offers you
complete services
including Sales,
Leasing,
Financing,
management and
legal all under one
roof. One call does
it all.

The highest
commission you
will ever pay for
our services is 5%
onsalesand 1.5
years on
residential leases.
All Commerical
and Indistrial fee's
are subject to
negotiation
depending on the
final amount of the
sale or lease.

Rainmaker
provides much
more than the
average realtor.
Rainmaker will
sell, lease or swap
your property, and
should you so
desire Rainmaker
will also arrange
all the financing,
[Conventional and
Creative] as well
as arrange for the
closing with
assistance from

6/13/2003
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Rainmaker Realwy

experienced real
estate attorneys. If
you are leasing or
renting Rainmaker
Realty will manage
the property for a
small monthly
percentage and
even guaraniee the
rent,

Remember !!! One
call does it all.

Call now! 646-375-
2348

http://rainmakerreaitv.org/ wsn/aged htr! SOTONO
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Jeining Rainmaker
Residential Property
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One call
financing !

Rainmaker
Realty is unique
as it offers
servcies no
other real estate
frim offers.

Like other real
estate firms
Rainmaker
Realty offers
conventional
real estate
financial
services
through
assocation with
first mortgage
lenders, second
mortgage
lenders, banks,
finance
companies,
private lenders
and the full
spectrum of
government
financing such
as V.A.,, FHA.
and H.U.D.

Unlike other real
estate firms
Rainmaker
Realty offers
bridge loans,
mezzanine
financing, take

AN IONNS
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Rainnwaker Realty

out loans,
wraps, and
creative
financing such
as equity
participation
and balloon
notes.

Rainmaker also
offers private
placement
fiancing
services
through Realty
Partners, a
general
partnership
specializing in
real estate
financing.
Realty Partners
is a private
group of real
estate lenders
who provide
financing for
any type of real
estate situation
including credit
difficulties.

Remember! One
call does it all.

Call Rainmaker
Realty today at
646-375-2348

hitp/frainmakerrealty org/_wsn/page$s himl ATTTINNR
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ADDENDUM TWELVE
REPORT ON “BLUE SKIED™ STATUS

To: Barry June 16, 2005
RE: Rainmaker

Regarding Rainmaker Managed Living. LLC, and the four primary partics involved,
namely Sidney F. Levine. Alizera Dilmaghani. James Joseph Conway, and Antoinette
Wooten, I contacted both the New York and California securities offices about their
“hblue-sky” status and i they are Heensed lenders in those states.

On June 14, Mr. Jaffe (212-416-8000) in the NY Attorney General’s Office. Securities
Bureau ran searches on each of the names given. Neither Rainmaker Managed Living,
LLC nor any of those four people associated with the LLC are listed with their office. |
verified through the NY State Banking Department (Tysha, 877-226-6589) that they are
not licensed lenders either

Also on June 14, T spoke with Tracey at the California Department of Corporations,
Securities Regulation Division (866-275-2677) who confirmed that Rainmaker Managed
Living, LLC, is neither “blue-skied™ or a licensed lender in this state, either.

Let me know if I can be of any further assistance.

Shannon Boelter
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ADDENDUM THIRTEEN
JUNE 14 EMAIL FROM CARL BRYANT

Subj: Hi--print this out for the Rainmaker file
Date: 6/14/2005 12:23°08 PM Pacific Standard Time
From SR :

To

-----Original Message-----

From: Carl Bryant [mailto:cbryant@cornerstonemedlegal.com])
Sent: Tuesday, June 14, 2005 9:46 AM

To: minkow@integrity.com

Subject: Rainmaker

Barry.

{ spoke to Wendy Brown, Supervisor for Adult Health in Long Island Division (631) 851-3090. and she indicated
that there had been no change of ownership had occurred or that an application for a change of ownership was in
process. Also, cannot seem to get through to the facility by telephone. Wiil continue to try but the phone may not
be in service.

Thanks, Cadl

Tuesday. June 14. 2003 America Online: MRK CON 2



